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NATIONAL HEALTH INSURANCE PROPOSALS
MONDAY,

NOVEMBER 1, 1971

U.S. HousE OF REPREsENTATIVES,
COMMITTEE ON WAYS AND MEANS,

Washington,D.C.
The committee met at 10 a.m., pursuant to notice, in the committee
room, Longworth House Office Building, Hon. Wilbur D. Mills
(chairman) presiding.
The CHAIRMAN. The committee will please be in order.
Our first witnesses this morning are representatives of the National
Association of Life Underwriters. There are more than one to testify.
Will you come to the desk, please.
How are you, sir?
STATEMENT OF JOHN P. MEEHAN, PRESIDENT, NATIONAL ASSO..
CIATION OF LIFE UNDERWRITERS; ACCOMPANIED BY WARREN
BARBERG, CHAIRMAN, COMMITTEE 'ON FEDERAL LAW AND
LEGISLATION; JAY POYNER, CHAIRMAN, HEALTH INSURANCE
COMMITTEE; AND MICHAEL L. KERLEY, COUNSEL
Mr. MEEHAN. Good morning, Mr. Chairman. I am John P. Meehan,
president of the National Association of Life Underwriters. May we
submit our statement for the record, please
The CHAIRMAN. Off the record.
(Discussion off the record.)
Mr. MEEHAN. Thank you very much. May we reiterate briefly key
parts of our statement, but within the time limit prescribed.
The CHAIRMAN. We are pleased to have you. You are recognized.
Mr. MEEHAN. NALU supports H.R. 4349, the Burleson bill, with
certain suggested amendments. I would like to discuss the amendments
we are suggesting, at this particular time.
Under title 2, sections 202 and 204, we suggest a strengthening of
the paramedical training for corpsmen returning from active duty
in order to provide additional personnel in this particular area. We
are particularly concerned about the fact that in some States their
activities woulal be illegal when carried out as civilians, compared to
their activities when on active duty. So, in addition to what the bill
proposes we favor further strengthening in the area of additional
medical authorization for these personne.:
A second amendment to the bill would involve the ambulatory care
facilities will obviously have to be financed in order to be built. They
will need capital from the thrift institutions in this country: The
banks, the insurance companies, savings and loan associations, and so
forth.
(961)
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In order to make these mortgages available, we suggest, that we have
FHA and SBA guarantees available; in other words, if these two sections of the Federal law are expanded to cover ambulatory care facilities and HMO facilities, it will be more feasible to get the financing
necessary to build these facilities under this program.
A third area of amendment that we would suggest is that the tax
incentives in this bill be changed from a tax deduction to a tax credit,
our feeling being that since 53.6 percent of the people in this country
do not itemize their deductions, a tax deduction would not be as meaningful an incentive as a tax credit. Therefore, we are suggesting the
tax credit approach rather than the tax deduction approach.
Further, we would like to state that our 110,000 members who are
independent businessmen, agents, general agents, employers and employees, and independent contractors, who have millions of health insurance customers now on the books, be used as the people to implement any national health insurance program and strengthen our form
of health insurance for the country.
In comparing their efforts in building health insurance coverage,
think of the fantastic Job Government would face in first locating,
then recruiting and training, personnel to do this job of distributing
health insurance, and of the amount of work connected with the sale
and the service of the claims involved.
Our national organization will be more than willing in every respect

to cooperate in the implementation of this program and the expansion of the health care facilities we need in this country.
The ChAIRMAN. Have you completed your outline?
Mr. MEE1IIAX. Yes; we have.
The C1MIRAN. Are there any questions of Mr. Meehan .
Mr. Meehan, there are evidently not.
We will go through your entire statement. We appreciate your
submitting it for the record.
Mr. MEETAN. The national association appreciates this opportunity
to present our views to you. Thank you.
The

CHAIRMAN. We

appreciate your doing it, and thanks a lot for

coming.
(The statement of the National Association of Life Underwriters
follows:)
STATEMENT OF JOHN P. MEEHAN, NATIONAL ASSOCIATION OF LIFE UNDERWRITERS

Mr. Chairman, my name is John P. Meehan, President of The National Association of Life Underwriters (NALU). I am extremely pleased and honored to
be able to present testimony on behalf of NALU on what many believe to be the
most crucial issue now before the United States Congress; namely, National
Health Insurance. I am accompanied, today, by Warren Barberg, Chairmon of
NALU's Federal Law & Legislation Committee, Jay Poyner, Chairman of NALIT's
Committee on Health Insurance and Michael L. Kerley, NALU Counsel.
Purpo8e of hearing
The Chairman of this Committee has stated that the purpose of these hearings is to obtain information and advice which will enable the Committee to
evaluate and Judge all the many ideas for a National Health System which have
been referred to this Committee. The National Association of Life Underwriters
(NALU), a trade association representing approximately 110,000 life and health
insurance agents, general agents and managers, sees these hearings as nn opportunity to create a consensus of opinion on what is needed to correct the flaws In
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the health care system so as to provide the best possible health care to the
people at the least cost. NALU is honored to have the opportunity to contribute
to this process.
Nationalization of health care industry v. reliance upon partnershipof private
sector and Government
The issue shaping up before this Committee and the Nation seems to be developing into a pitched battle between people who see problems in our present
health care system which they believe can be corrected within the framework of
the present system and those who see no hope and offer instead a complete
replacement of the entire system. Our Association agrees that the health care
industry, of which insurance is a part, has shortcomings which have prevented
the system from delivering the best health care to some portions of our population. Whether it be for lack of health personnel, health facilities or adequate
financing, deficiencies are widespread, but this does not mean that the system
should be scrapped in its entirety. There are many areas of strength; these
strong points should be strengthened and supplemented. We believe Congress
should enact the statutory machinery which would make possible the creation
of a harmonious partnership between government and private industry Co that
together we can revitalize the health care industry.
NALU supports H.R. 4349, with amendments
NALU is convinced that the shortcomings in the present health care system
can best be corrected by a combination of government guidance and private
execution. It is NALU's Judgment that H.R. 4349, introduced by Congressman
Omar Burleson, member of the Committee from Texas, represents the most logical, comprehensive and realistic approach to improving our current health care
system and, at the same time, maintains the basic philosophy that the United
States is a land which still places paramount importance on individual freedom
of choice and adherence to a basically free enterprise philosophy.
H.R. 4349 accurately assesses the roots of the problem to be many sided thus
requiring a broad approach to effectuate a cure. Provisions to increase the supply
and improve the distribution of health care personnel, promote the use of ambulatory health care centers, strengthen health care planning and reduce costs and
make comprehensive health care insurance available to all will, in our opinion,
go a long way to eliminate the deficiencies in our present system. Strong as
these provisions of H.R. 4349 are, however, NALU would like to make a few
suggestions for changes in H.R. 4349, which we think will strengthen the bill in
such a way as to enhance its chances for adoption by this Committee and ultimately gain the acceptance of the public.
Use of paramedical personnel helps alleviate shortage of health care personnel
While the aims of H.R. 4349 to Increase the supply and distribution of health
care personnel is in the process of being implemented, the nation will continue
to suffer a shortage of severe proportions. Among the suggestions which have
been advanced to help alleviate the supply problem now, we think those Involving the use of so-called paramedical personnel holds the most promise.
NALU would suggest that Title II, Sections 202 and 204 of H.R. 4349 be
amended so as to include within the definition of "allied health professionals"
so-called paramedical practitioners making them eligible for loans and scholarships. It is also suggested that appropriate steps be taken to see that state laws
which presently prohibit paramedical practice are amended.
FHA and SBA type loans for development of ambulatory health care centers.
H.R. 4349 would amend the Public Health Service Act in order to promote
the construction of comprehensive ambulatory health centers and revitalization
of present structures which could be used for that purpose. Outright grants and
allotments to states as well as loan guarantees are combined to develop the
capital for these centers. Combined with these important steps NALU would suggest that additional impetus is needed in order to insure that such centers will
become a reality.
Private industry, most notably banks and insurance companies, could determine
that loans for the development of health care centers might represent less than
desirable risks for their loan portfolios. We propose, therefore, that the Federal
Housing Administration and the Small Business Administration be permitted
to guarantee/or insure loans which banks and insurance companies make to local
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sponsors of health care centers. We believe that in this way, banks and insurance
companies would find the risks acceptable and take up the challenge represented
by this mammoth undertaking.
We understand that this proposal, like other aspects of any broad question
like National Health Insurance, may not fall within the purview of this Committee. However, these are recommendations which we feel should be considered
in appropriate places at some point in the development of the total picture.
Establi8hing incentive to acquire minimum standard benefits outlined by H.R.

4s49

An area of great concern to our Association is the matter of incentives offered
to individuals and business firms to acquire minimum standard health insurance.
Under the bill employers and individuals will be encouraged to acquire the mininmum health insurance policies through basically the Incentives which exist today;
namely, a tax deduction. We think that the tax deduction feature will fail as
an incentive in many cases especially to individual tax payers and that an immeasurably greater Incentive to acquire minimum plans would be created by
amending Title V of the H.R. 4349 to provide a system of tax credits or, in the
alternative, tax exemptions, rather than tax deductions.
A tax credit of course, would permit a deduction from taxes for the full cost
of premiums paid for qualified health insurance plans. An exemption incentive
would provide for a reduction of gross income by the amount of health insurance
premiums paid for qualified plans. Either plan would produce substantially lower
taxes for the individual than the tax deduction method and could be utilized by
many more people who do not itemize deductions. Since many more individuals
would receive a benefit under tax credit or tax exemption plan than a tax deduction system, NALU believes that the public would give greater support to a health
care plan embodying such an approach.
Oonclusion
As stated, of the various alternatives, the life and health insurance field forces
can be expected to support the enactment of H.R. 4349, with the qualifications
we have outlined. In so supporting this proposal, we would stress that commercial
insurers and their agents can be well utilized under a national health care program. We particularly believe that the insurance field forces can contribute toperhaps even substantially assure-the success of such a program by virtue of
their continuing contact with the people of the Country.
As enunciated by the Chairman of this Committee, the purpose of these hearings is to obtain information and advice which will enable the Committee to
evaluate and Judge all the many Ideas for a National Health System which
have been referred to this Committee. NALU agrees that the information developed so far by this Committee, the Department of Health, Education and
Welfare, and by Interested outside groups Indicates that the Nation's health
care industry has serious problems In delivering sound health care at reasonable cost to all segments of the population. There now seems to be general
agreement among parties with divergent views that something must be done
to effectively correct a system that has served us long, but in some Instances
not too well. We see these hearings as an opportunity to create a consensus of
opinion on what is needed to correct these flaws in the health care system so as
to provide the best possible health care to the people at the least cost. NALU
believes that with the help of the many witnesses who will appear before It, the
Committee will begin the process by which the Nation's Health Care System
can and will be improved.
Before proceeding with the substance of our testimony, I would like to outline the basis for NALU's Interest In the issue of National Health Insurance.
NALU is a national trade association made up of approximately 950 state and
local associations serving virtually every community throughout the United
States. Individual membership in the state and local associations has reached
approximately 110,000 life and health Insurance agents, general agents and
managers. As individual businessmen and as an association, the members of
NALU have been in the health Insurance business from its inception. Most of
the individual health insurance plans underwritten by insurance companies,
and many of the group health insurance plans, are sold through these agents,
general agents and managers. Because of personal contact with consumers,
NALU members have become intimately acquainted with some of the problems
which face the public in our current health system. It is our purpose today, to
offer suggestions which we believe will improve that system.
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Nationalization of health Care industry v. reliance upon partnership of private
sector and government
The Issue shaping up before this Committee and the Nation seems to be developing Into a pitched battle between people who see problems in our present health
care system which they believe can be corrected within the framework of the
present system and those who see no hope and offer instead a complete replacement of the entire system. Our Association agrees that the health care Industry, of
which insurance is a part, has shortcomings which have prevented the system
from delivering the best health care to some portions of our population. Whether
It be for lack of health personnel, health facilities or adequate financing, deficiencies are widespread, but this does not mean that the system should be scrapped
in Its entirety. There are many areas of strength; these strong points should be
strengthened and supplemented. We believe Congress should enact the statutory machinery which would make possible the creation of a harmonious partnership between government and private industry so that together we can revitalize
the health care Industry.
It Is understandable that critics of the current system (or non-system, as some
of these Individuals like to characterize It) are impatient in their demands for
change. But the very fact that a large majority of our population does have access
to health care services demonstrates a fundamental responsiveness of a basically private Industry to the needs of the public.
For its part, the health insurance industry has been striving to make health
Insurance available to all people. This goal has admittedly not been fully met.
However, over 90 percent of our population is covered by some form of health
Insurance. This has been accomplished in an economic and social environment
where reliance upon Individual initiative has always been our most fundamental
belief. We believe that this reliance on Individual Initiative have been the underlying strength of our country and the business system which it has devised.
Frankly, we are not yet willing to believe that the only way the health care industry can be revitalized and reorganized is by the total replacement of a basically free enterprise system with a monolithic government program. Some have
forewarned that that day will be here soon. We sincerely hope not.
NALU supports H.R. 4849, with amendments
As the Committee knows so well, there are many different National Health
Insurance proposals pending. These range in thrust from the total government
program envisioned by H.R. 22 to bills which involve complete reliance on private industry. After studying all these bills, NALU is convinced that the shortcomings in the present system can best be corrected by a combination of government guidance and private execution. It is NALU's Judgment that H.R. 4349,
introduced by Congressman Omar Burleson, an outstanding member of this
Committee from Texas, represents the most logical, comprehensive and realistic approach to improving our current health care system and, at the same time,
maintains the basic philosophy that the United States is a land which still
places paramount importance on individual freedom of choice and adherence to
a basically free enterprise nhllosophy.
At this point, I should like to examine some of the concepts which are contained in H.R. 4349 which our Association believes to be necessary in the creation of a national health care system. In doing so, I would like to make a few
suggestions for changes in H.R. 4349, which we think will strengthen the bill
in such a way as to enhance Its chances for adoption by this Committee and
ultimately gain the acceptance of the public.
As a preface to our remarks about the concepts in H.R. 4349, I should point out
that my comments are not meant to be an exhaustive dissertation on the technical aspects of the bill. Rather, NALU would rely upon the technical expertise
evidenced by the Health Insurance Association of America in its testimony
before this Committee on October 27, 1971.
Increasing the supply and improving the distribution of health care per8onel
In our opinion, the availability of an adequate number and the proper distribution of health care personnel is essential to the success of any national reorganization of the health care system. If there aren't enough doctors, nurses
and technicians to go around, no amount of money provided by the Federal
treasury is going to be able to resolve health care deficiencies in certain segments of our population.
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NALU notes with approval the goal of Title II of H.R. 4349 to increase the
supply and improve the distribution of health care personnel. The bill proposes
a series of student loans, scholarships and forgiveness programs to encourage
doctors, dentists, nurses, allied health care personnel, as well as personnel to
man ambulatory health centers to enter the health care professions and locate
in geographic areas where their presence will do the most good.
While the aims of H.R. 4349 of increasing the supply and distribution of
health care personnel are In the process of being implemented, the Nation will
continue to suffer a shortage of severe proportions. Among the suggestions which
have been advanced to help alleviate the supply problem now, we think those
involving the use of so-called paramedical personnel hold the most promise.
NALU would suggest that Title II, Sections 202 and 204 of H.R. 4349 be
amended so as to include within the definition of "allied health professionals"
so-called paramedical practitioners. In some states such personnel have been
practicing as adjuncts to licensed physicians' practices as part of an effort to
conserve physicians' time. These states have been encouraging returning Army
Medical Corpsmen, for instance, to seek higher education in health care, leading
to the practice of sub-professional medicine. Unfortunately, many states prohibit
the utilization of paramedical practitioners by statute. Therefore, in addition
to making paramedical personnel eligible for loans and scholarships, it Is suggested that appropriate steps should be taken to see that state laws which pres.
ently prohibit paramedical practice are amended.
Promotionand use of ambulatory health care center
In order to reduce the cost of primary health care and perhaps to even Increase
its efficiency, it is vital that reliance upon In-hospital treatment must be discontinued for many routine medical procedures. For instance, it is quite common for
an individual to enter the hospital to receive health examinations or routine
procedures which Just as readily can be done at the doctor's office or in an outside center which is especially created for the treatment of non-serious injury
and illness. One reason why most people now go to the hospital for procedures
that can just as easily and more cheaply be done outside the hospital is simply
that these outside centers do not now exist in sufficient numbers to handle the
load. (A second major reason is that oftentimes health insurance plans only
cover the work if it is done in a hospital. This aspect of the problem will be
treated later in our testimony under the heading of Health Insurance.)
H.R. 4349 strives to redress the first part of the Imbalance in favor of inhospital care by creating enough outside ambulatory centers to handle the demand. H.R. 4349 would amend the Public Health Service Act in order to promote
the construction of comprehensive ambulatory health centers and the revitalization of present structures which could be used for that purpose. Outright grants
and allotments to states as well as loan guarantees are combined to develop the
capital for these centers. Combined with these important steps NALU would
suggest that additional impetus is needed in order to insure that such centers
will become a reality.
Private industry, most notably banks and insurance companies, could determine that loans for the development of health care centers might represent less
than desirable risks for their loan portfolios. However, if the Federal Government should devise a program which would attract the capital of these two giant
industries, we believe that great strides could be made in their development.
The Federal Housing Administration and Small Business Administration currently cooperate with private industry in the creation of many types of commercial projects by insuring or guaranteeing loans which banks and insurance companies make to promising business enterprises. Why not do the same thing in
the creation of ambulatory health care centers? We propose, therefore, that the
Federal Housing Administration and the Small Business Administration be permitted to guarantee and/or insure loans which banks and insurance companies
make to local sponsors of health care centers. We believe that in this way, banks
and insurance companies would find the risks acceptable and take up the challenge represented by this mammoth undertaking.
We understand that this proposal, like other aspects of any broad question
like National Health Insurance, may not fall within the purview of this Committee. However, these are recommendations which we feel should be considered
in appropriate places at some point in the development of the total picture.
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Strengthening health care planning
Comprehensive planning is essential to the success of the comprehensive National Health Insurance program advanced by H.R. 4349. One of the most damaging criticisms which can now be leveled against the health industry as a whole
is the lack of cohesive, comprehensive planning among all segments of the industry to design and deliver service to fill the needs of the people in the best possible
way.
The ideal framework for productive planning would, it seems to us, include
all segments of the population: consumers, providers, local and Federal Government officials. H.R. 4349 creates the machinery for cooperative efforts by all
interested and necessary parties, emphasizing the vital role community planning
must have. NALU believes that reliance upon local communities to establish
their own needs and plan for their satisfaction places the responsibility where it
will do the most good-at the local level.
Extending comprehensive health care insuranceto all
If a role for privately underwritten health Insurance is to continue under a
national health insurance program devised by the Congress, a system for providIng uniform benefits to all segments of the population must also be devised and
Implemented. H.R. 4349 creates a comprehensive set of health insurance standards which encompasses all segments of the population including the poor and
near poor, individuals who are now uninsurable whether rich or poor, selfemployed individuals, and persons who work for private business organizations.
We will not attempt to describe the schedule of benefits and the operation of the
three-tiered program which H.R. 4349 proposes. NALU wholeheartedly endorses
the program proposed in the bill insofar as benefit levels and groups covered
are concerned, especially the emphasis on preventive medicine and outpatient
services.
As I mentioned earlier, there are two major reasons why hospitals are utilized
for services which could be performed more inexpensively and just as well outside the hospital. One reason offered earlier is that there are too few places now
In existence in many areas of the country where the services can be provided.
The other major reason which we think underlies the overutilization of hospitals
is that in many cases medical insurance does not cover the services unless they
are performed in a hospital. Therefore, the patient is left with the unhappy choice
of either paying for the services out of pocket or, as I suspect many people do,
prevail upon the doctor to be admitted to the hospital so that the expense can be
covered by insurance.
H.R. 4349 provides the means to de-emphasize the over-utilization of in-hospital
services and stimulate the practice of performing elemental care and routine procedures where they cre least costly, out of the hospital. It does this by including
within the listed benefits broad coverage for preventive medical examinations
and out-patient services to be performed out of hospital. This feature of H.R.
4349, alone, should lessen the pressure to use expensive hospital services in
delivering routine medical care.
Establishingincentives to acquire minimum standard benefits
An area of great concern to us is the matter of incentives offered to individuals
and business firms to acquire minimum standard health insurance. Under the
bill employers and individuals will be encouraged to acquire the minimum health
Insurance policies through basically the incentives which exist today; namely,
a tax deduction. As earlier testimony has revealed, the bill envisions that those
firms and individuals who meet the minimum standards will be allowed to deduct
100% of the cost of the premium. Those employers or Inividuals who choose not
to measure up to the minimum standard will be allowed only a 50% tax deduction. It is our guess that while the vast majority will want to avail themselves
of the full 100% participation, we also think that the tax deduction feature will
fail as an incentive in many cases, especially to individual taxpayers, and that
an immeasurably greater incentive to acquire minimum plans would be created
by amending Title V of H.R. 4349 to provide a system of tax credits or, in the
alternative, tax exemptions, rather than tax deductions.
The average adjusted gross income reported on 1969 individual income tax
returns was -almost $8,000. About 70% of the returns reported adjusted gross
income of under $10,000. Of all returns filed, the standard deduction was elected
by approximately 40,500,000, or about 53.6% of the total returns filed. Itemized
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deductions were taken on about 35,000,000 returns, or about 46.4% of the total.
The number of returns claiming the standard deduction showed a slight decline
(about 2%) from the previous year, while those electing to itemize deductions
showed a slight increase (about 9%) over the previous year. The Internal
Revenue Service -attributes in large part the increase in the returns electing to
itemize deductions to the fact that the number of returns showing income from
$10,000 to $15,000 had increased (about 14%) over the previous year.*
It may. with some degree of certainty be anticipated that this trend in the
number of p,?ople electing the standard deduction as compared with those electing
to itemize deductions will be reversed in the next three years, more people electing the standard deduction. This anticipated result is based upon Section 802 of
the Tax Reform Act of 1969, which has the net effect of substantially increasing
the value of the standard deduction. Under the pre-1969 law, the percentage
standard deduction was 10% of adjusted gross income with the ceiling of $1,000.
However, under the provisions of the 1969 Tax Reform Act, the standard deduction will increase for the tax year 1971 to 18%, with a $1,500 ceiling; for 1972
to 14%, with a $2,000 ceiling, and for 1973 to 15%, with a $2,000 ceiling. As a
result of these changes, it may reasonably be presumed that a substantial number
of taxpayers electing to itemize deductions in previous years will no longer fifd
this tool more advantageous in computing their tax liability. Consequently, the
number of people who could be expected to take advantage of the health insurance premium deduction proposed in H.R. 4349 as one of their itemized deductions
will most probably be significantly reduced in the next three years and thereafter.
A tax credit, of course, would permit a deduction from taxes for the full cost
of premiums paid for qualified health insurance plans. An exemption incentive
would provide for a reduction of gross income by the amount of health insurance
premiums paid for qualified plans. Either plan would produce substantially
lower taxes for the individual than the tax deduction method and could be
utilized by most of the individuals cited above who do not itemize deductions.
Since many more individuals would receive a benefit under tax credit or tax
exemption plan than a tax deduction system, NALU believes that the public
would give greater support to a health care plan embodying such an approach.
Cotwlusion
As stated, of the various alternatives, the life and health insurance field forces
can be expected to support the enactment of H.R. 4349, with the qualifications
we have outlined. In so supporting this proposal, we would stress that commercial
insurers and their agents can be well utilized under a national health care program. We particularly believe that the insurance field forces can contribute toperhaps even substantially assure-the success of such a program by virtue of
their continuing contact with the people of the Country.

Mr. McNerney, you have been before our committee many times, but
for the purposes of this particular record, we would like for you to

identify yourself again.
STATEMENT OF WALTER 3. McNERNEY, PRESIDENT, BLUE CROSS
ASSOCIATION
Mr. McNERNEY. Thank you, Mr. Chairman.
My name is Walter McNerney. I am president of the Blue Cross

Association, which is the national association of 74 Blue Cross plans in
the United States:
With your permission, I would like to submit a full statement for
the record, and now refer to it only selectively for the sake of this
morning's discussion.
The CHARMAN. Without objection, your statement will be in the
record.
(The statement referred to follows:)
*Internal Reveume Retvlie, Infornintlon Release No. 1112. Mar. 4, 1971.
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STATEMENT OF WALTER J.
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PRESIDENT, BLUE CROSS ASSOCIATION

Mr. Chairman and Members of the Committee, I am Walter J. McNerney,
President of the Blue Cross Association, the national organization of the 74 Blue
Cross Plans in the United States.
Started in 1929, in response to a social need, with a year-end membership of
1,500 members, Blue Cross now has 74 million members and, as an intermediary
for Medicare, Medicaid, and other public programs, serves an estimated additional citizens-in total, nearly half the population of the United States.
As a representative of this vast system, that has a deep interest in the purchase
and effective delivery of health services for the American public, I welcome this
opportunity to comment on national health insurance.
The issues Involved are complex, as well as having far-reaching economic and
social consequences. There are no easy solutions. No single formulation of
reFources can solve all the Nation's health care problems. Positive health is
simnly too much embedded in the life-style of people and communities to be
esily attainable and too little is known about how it is achieved. The developmont of successful programs will tax the ingenuity and resources of the public
and private sectors.
The cornerstone of new and old programs should be that all Americans should
have access to adequate health services, and that no person or family should
suffer undue financial hardship because of illness. There can be honest differences
of opinion on how to attain this primary objective. Certainly trade-offs and compromises will have to be mace given the state of the arts and the limits of resources. But the objective must be constantly before us as a stern reminder of
how well we are succeeding.
STRENGTHS AND WEAKNESSES

IN

THE PRESENT SYSTEM

As we plan for the future, it helps to put our present health system in perspective. Essentially, it is a vital system with notable underlying strengths and also
some significant weaknesses. The strengths sometimes get overlooked as we become preoccupied with problems.
However, the weaknesses, although not dominating, must be the focus of our
concern. They include the facts that low income citizens have significantly poorer
health records than the population as a whole, health care costs have risen well
beyond the increase in wages and earnings in recent years, and production data
indicate soft spots in efficiency and effectiveness. Our problems involve the poor
to an important extent, but they are not confined to them.
Our principal challenges are to improve access and productivity within the
health system while strengthening rather than weakening its fundamental
vitality.
Access and productivity are related. To the extent that greater productivity
will generate more funds for alternate uses, additional purchasing power and
services are, at least, possible. One cannQt be attacked without reference to the
other.
HEALTH A COMPLEX ISSUE

These two issues bring us up against some of the complexities we face while
addressing the issue of financing health services and which must be taken into
account in formulating a, National Health Insurance Bill.
From an economic point of view, health is a unique market. If there was any
doubt about it, we proved it in 1966. Medicare and Medicaid made it clear that
we cannot solve our problems by merely accelerating expenditures. Increased demand can and did produce marked inflation. It is true that the health field, with
its large labor component, is peculiarly vulnerable to the forces of inflation, as
are all service industries. But complicating this vulnerability is the fact that the
basic supply and demand forces of the classic market are weak or apply unevenly. Thus, quality, efficiency and effectiveness do not materialize in the ordinary course of events between purchasers and providers of service. They must be
built in. The Nation has handled other cases in which market forces do not work
in the public interest with a variety of strategies-e.g., public utilities, COMSAT,
port authorities, and performance contracting-each designed to exploit public
and private effort, neither alone. Ideally, in each instance, the form is designed
to deal with the substance. There are important differences as well as similarities
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among these aberrant markets. The challenge faced under national health insurance is to find the right fit without imitating any given pattern.
Another complexity is that health is caught up in the revolution of rising expectations. Being able to do more, we expect more. Thus, new social policy may
improve problems, but at the same time, change and expand the perceived problem. It has been pointed out that Sweden with a more moderate range of social
problems than the United States, has a tax budget which takes more than 40
percent of the GNP and new items are already emerging on the agenda that will
raise the percentage even higher. For example, only a small proportion of the
population go on to higher education, and housing is still in short supply. The
point is made not to discourage government spending but to point out that even
under higher taxes, social demands will continue to press on public resources,
particularly in the presence of a growing pressure for economic as well as political equality. This realization brings us sharply against the fact of limited resources and the need for priorities.
A third complexity involves the increasingly important question: what is the
relation between health services and the health of the population? This is a
tough relationship to unravel, but we do know that in countries where infectious
diseases are no longer among the predominate causes of death, it is often difficult
to demonstrate a strong relationship between longevity and the amount spent on
health services. This amount can vary as much as 100 percent, and overall morbidity and mortality rates vary on the order of 5 percent. Many now feel that
part of the problem here is an over-preoccupation with traditional patterns of
viewing and delivering health care (more of the same available to everyone, but
at a lower cost) at the expense of a broader ecological view of health.
It is worth noting that in 1951, in Scotland under the British National Health
Service, there was a 300 per cent differential in infant mortality ratios between
social classes one (highest) and five (lowest). In 1969 there was still a 266 per
cent differential, despite the development and maturing of a national health
service and the enactment of substantial social welfare policy.' Stillbirths in
Great Britain also still differ significantly by social class.
Reference is made to British experience, not to downgrade the National
Health Service, but to point out that even under a different system involving
almost total government operation critical differences persist. Important determinants of health appear to lie outside the traditional boundaries of health
systems. We must get at these determinants such as income, housing, nutrition
and education, while improving our health services, if we are to avoid spending
huge sums unproductively. Some mechanism in the federal government must be
found to balance effectively social services affecting the life style of individuals
and families. It is in this total style that the answers lie, rather than in the narrow impact zone of one service.
Unfortunately, the argument for weighing alternatives or trade-offs is pressed,
among others, by persons attempting to downgrade health services or Justify
the status quo. This is not Blue Cross' interest. We live in a nation where
most of the traditional overall indices of health are improving while all around
us are signs of serious illness. We see widespread dissatisfaction and maladaption. The frustration and fear, and the escape mechanisms they generate, are as
function-impairing and discomforting as any physical illness. Homicide, suicide.
accidents, alcoholism, narcotics addiction, and war have moved to the front
as causes of death in the productive years of our lives. Thus, while it is essential to improve the logistics of financing and delivery of health services and to
focus particularly on the problems of the poor, at the same time we must seek
a broader philosophy or perspective, plus a means of improving the welfare of
unproductive people living in a troubled society. And, there should be no doubt
about the important role of government in this regard.
IMPROVING FINANCING OF CARE

Blue Cross supports fully the need to improve the financing of health care as
part of an overall national strategy on health. The current formulation of government-private programs still leaves too many citizens without adequate protection, despite the good Intentions expressed in 1966, when Medicare and Medicaid were first implemented.
'Hansard, March 1971, reply to parliamentary question, House of Commons.
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In contemplating this policy, we need to remind ourselves that financing will
solve some of our problems, but not all. Health expenditures have doubled In
the last decade. Ironically, more money has been accompanied by more public
frustration and attacks on the system.
If new financing programs are to be successful, we must develop a basic
strategy dealing with changing the delivery system of which financing is a part,
rather than attempting to develop a financing program of which change in the
delivery system is a part. Our toughest challenge is now to change the behavior of 330,000 doctors, 7,000 hospitals, and 200 million consumers. Financing
per se, will help but in itself will not cause an overweight cigarette smoker to
change his course, strike down antiquated licensure laws, or even put a good
hospital ambulatory care center in a ghetto.
And yet, many persist in the belief that engineering the flow of money will
solve all of our problems. Costs are in the headlines. Carriers are under the
gun. Our focus needs to be both on national health insurance and on overall
national health policy.
Useful criteria in Judging legislative proposals
An appreciation of the fact that financing is but one part of an overall
strategy is growing and we are also starting to judge current and prospective
financing programs in a more realistic light. To the simple criterion, how much
money is added to the system and how it is shared, other key measures which
we support have been added. For example:
No individual should be deprived of or delayed in receiving needed care
because of inability to pay. Furthermore, he should be able to seek care with
dignity.
The program should prevent financial hardship for individuals and families.
It is now accepted that no family should suffer substantial financial hardship
because of the expenses of unpredictable illness or accident.
The financing system must be responsive to changing public preferences and
the burgeoning of medical science. It should neither freeze expenditures at current levels nor lead to excessive future investment in health services, judged
against alternate uses of funds. Excessive detail in law or regulation or excessive bureaucracy can lock in current delivery patterns and make rational
change difficult.
Whenever possible, financing should be employed to further programs designed
to make the delivery system more efficient and effective. For example, payment
of depreciation and interest on debts should be related to areawide planning
support. Benefits should be comprehensive enough to avoid undue focus on expensive acute-care institutions and to promote primary care. Pre-existing condition and other similar exclusions should be ruled out.
Programs involved under national health insurance should be easy to administer and not bound by complex procedures and regulations. These are costly
and demoralizing. Implied is decentralized decision-making regarding provision
of care and payment of providers, where feasible.
New financing programs should be acceptable to providers, professionals, and
consumers. The consumer must view the system as equitable and just. The provider institutions and professionals must be inspired not only to effect needed
economic changes but to derive satisfaction from their roles. While we seek
better financing, we must also stop the flight of physicians out of primary care
to administration, specialization, education, and early retirement. Acceptability
is a two-way street.
A reasonable degree of pluralism should be involved in both financing and
delivery of health services. We have too much fragmentation of both at present.
It does not follow that a unitary system of either is better. In fact, a unitary
financing system courts two dangers: (1) underfinancing and (2) resistance
to change. If funds are largely governmental, channeled through one point subject to political evaluation, one can expect other pressing needs, such as international trade, inflation, etc., to assume higher priority resulting, at first, in
a shortage of capital (a major agent of change and progress). Large
bureaucracies, particularly in fields that are complex and service-oriented, tend
to become overly structured, preoccupied with internal problems and with justifying local differences and, in the effort, minimizing them.
It is better that we seek strong federal leadership and well-regulated part4gipation by the private sector, providers and carriers alike, among which the
consumer can opt and, in opting, participate meaningfully in the process of
change and innovation as well as meet often highly individual needs.
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Do we need to capitalize on all the resources, skills, and money we can to
get the job done? Rather than attempt to replace $40 billion in private investment, can we build on it? Rather than duplicate carrier and other private sector
skills, can we strengthen them?
Whatever national health insurance program is arrived at by the Congress, it
should be implemented with due regard to the availability of supporting institutions and services and the time for tooling up. A reorganization of HEW and an
enunciation of health goals with key programs, such as comprehensive health
planning and manpower development spelled out should accompany, not follow,
changes in financing.
Currentproposals before the Congress
When these considerations are applied against current bills before the Congress, Blue Cross, based on its experience, feels that there is more work to do
before the Congress acts.
The proposals that rely heavily on tax and other incentives to encourage purchase of private insurance and prepayment would fail inevitably to bring all citizens under adequate protection. Too many individuals and employers will not
buy protection because of a variety of reasons, including outright neglect. These
proposals tend to underestimate the need and means for changing delivery of
care, and they rely too heavily on state government in regard to administration
and regulation. The federal government must be eminently involved in both administration and regulation. Medicaid taught us that also.
The proposals that would modify and extend Medicare to the total population
rely too heavily on a given method of administration, reimbursement, and allied
strategies. Medicare has been of Inestimable help to the aged population. It has
made favorable impacts on providers and participating carriers. But, as a major
theme, against which alternative coverage and methods would have to be justified, it is not that free of problems. One could argue, too, that any one basic
scheme of financing on such a grand scale would be unwise in the light of our
need to experiment and change.
One major proposal calls for a unitary federal financing program operated
out of Washington, D.C., through ten regional offices. It does provide for universal coverage and elaborate controls. In the process, it creates an extensive federal bureaucracy that would attempt to spend some $70 billion for 200 million
people with one national board reviewing and approving budgets for a myriad of
providers as the only basis for payment. This would be totally unrealistic, even
if one were starting from scratch, let alone with a well established system enjoying considerable support.
The board would have authority to make judgments regarding quality of care
and effectiveness, direct providers to discontinue services or initiate one ormore
services, cut back sharply on reimbursements or payments when funds are short
and to detail procedures, whether accounting or drug purchase, to an extensive
degree. Heavy reliance would be put on prepaid group practice to bring health
prices in line with the economy as a whole. Some 4 to 0 per cent of physicians are
now in group practice, and their movement, plus that of their patients, into
group practice-as promising as it is-has not been rapid. The economic impact
of group practice on a community-wide scale has not been tested, partly because
its chief practitioners insist on dealing with employer groups only on a dual
choice basis.
The Administration's proposal makes an effort to capitalize on what is good
in both the public and private sectors, through an extension and modification
of Medicare, institution of a Family Health Insurance Plan, continuing a modifled Medicaid program, and the institution of a mandated coverage for employees. However, It has some serious shortcomings. Importantly, it does not
achieve universal coverage. Unemployed single persons, childless couples, migrant
workers, and others are not included under the FHIP program and not necessarily under other government programs. The benefits under the FHIP program
do not match the basic benefits under the mandated program with which they
must mesh. The array of deductibles and copayments under the FHIP and
mandated programs impose excessive financial burdens on the near poor as well
as burdens of comprehension and understanding. Heavy reliance is placed on
the HMO in changing delivery patterns. The amounts of grant and loan money
talked about so far to support HMOs fall far short of a meaningful impact. The
legion of deductibles and copaymelits in the Medicare, FHIP, and mandated
programs will inflict a hardship on many citizens who will find it difficult to

973
afford them as well as impose a tough administrative on intermediaries and
carriers, even with the best of computers. Under the Medicare, FHIP, and the
mandated programs, it is stipulated that Title XVIII reimbursement methods
be used. These methods are not established enough to stand this weight. Options
should be left open and evaluated.
Further, legislative proposals are promised. In them, it is essential that the
federal government lay down minimum standards for participating carriers
and providers, not relying totally on the states to do these jobs. It is important
to make it possible through state pools for all small employers and individuals
to get protection within reasonable rates.
No bill can meet fully all criteria that experience to date suggests should be
applied. The forces at work are partly contradictory. For example, what may be
totally "efficient" is not always acceptable to a highly trained profession; flexibility of program and predictability of results relate uncomfortable at times.
Judgments must be made regarding what scheme, in net, produces the best
results over time and, at the same time, fits effectively the broader economy
of which health is a part.
The sum of our experiences make it clear that the Congress should be able
to fashion a bill between the two unworkable extremes of a simple tax incentive bill on one hand and a federally operated financial system on the other.
Such a bill must make it possible for all citizens to get health care coverage
to protect themselves against unreasonable financial hardship.
Further, it should stem from a strong HEW featuring what government does
best and, from there, capitalize on the equally vital and unique characteristic
of the private sector.
The goals should be clear and worthy of our society.
The standards should be rigorous in keeping with our Nation's administrative
know-how.
There should be several sources of income to guard against the specter of
underfinancing.
And there should be, by intent, room for various systems to play against one
another in constant search for improvement in service given backbone by selective
use of performance contracting.
Public-privateaector8
Unfortunately, too much of the current debate tends to set the government and
private sectors against one another in regard to both delivery and financing of
care. Our focus should be on results, what works pragmatically. The American
public has been the object of too many unfilled promises already. We should not
be preoccupied now with doctrinaire positions long held and zealously guarded.
We have all heard attempts to discredit totally private prepayment and Insurance in justifying the need for a totally federal financing system. These
attempts are unbecoming expedients. Our current health problems cannot be that
easily encapsuled. They result from the interplay of strengths and weaknesses
throughout the system involving both the public and private sectors. Blaming all
of the ills in the financing and organization of health services upon the omissions
and commissions of private insurance ... "not only exaggerates the powers that
the industry has, or should have, but also ignores the social climate. What is
now generally demanded in this field was neither acceptable nor even possible
only a few years ago. The social milieu of 1971 cannot sensibly be set as a standard
to evaluate behavior in an earlier and different context".2
This is hardly a retension. While, for example, the private sector has been slow
to aggregate into delivery systems, such as HMO's, designed to deliver comprehensive care to defined populations with heavy accent on primary care, while
areawide planning has been slow in developing from the ground up, and carriers
as part of the private sector have not monitored use as energetically as desirable,
the public sector must accept its share of the accountability as well as the glory
of considerable accomplishments.
The excess number of costly beds we have in some sections of the country and
overpreoccupation with inpatient care relate, in part, to the enthusiasm with
which some public programs met the shortages after World War II, and the equal
enthusiasm with which improved health subsequently became equated with bricks
and mortar. Failure to control costs and restructure delivery of care can be seen
in Medicaid and Medicare as it can in private financing programs.
2

Herman M. Somers and Anne R. Somers, Major Issues In National Health Insurance.

Paper given at Sun Valley Forum on National Health. June 1971.
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If the private sector has been fragmented in response to f myriad of neighborhood and local pressures, the government has been equally fragmented in adding
one piece of legislation on another, e.g., Comprehensive Health Planning, Regional
Medical Programs, Hill-Burton, etc., and in their implementation, in response
to various Interests. If we are to denigrate weak state regulation of health prepayment and insurance, let us recall that the McCarran Act is a federal law.
In fact, little is to be gained from conceptualizing the problems of health care
from the vantage point of either the public or private sectors.
There are no absolutes. Each has its strengths and weaknesses. Both are
needed. It Is time we got away from simplistic categorizations and down to the
business of solving problems by strengthening both sectors and exploiting their
capabilities.
The health field is bedded In many subjective, as well as objective, issues and
in a strong tradition of professionalism, demanding an unusual degree of sophistication and flexible administration. A monolithic posture would stran the political bonds of the system, if not Its administratve structure. In another posture,
the system could floursh.
It is government that can best set national goals, set important resource priorities, monitor and regulate overall performance, and protect the rights of all
citizens through constant pursuit of social justice. The private sector cannot
come close to meeting the health needs of the country without srong government
leadership and involvement. However, it can provide considerable managerial
expertness, diversity, a capacity to innovate and change, a way of mutualizing
accountabilities so that excessive conservatism does not result, and a guard
against the restricted budgets of government.
Can the private sector be accountable? I say it can. Even the most conservative
elements of this sector see the need for more responsiveness of the private or
non-profit corporation . . . the need for It to meet the moral imperatives of our
times . . . the need for it to rise above economic functions and to become deeply
involved In improving the social environment. They are well aware that how well
the challenge is faced will help determine whether the American corporation
will survive in its present form. They are also aware that the social concerns
being expressed are not directed at them alone; they also include the arm of
government and other institutions of society, such as the schools.
How the public and private sectors should mesh should be the subject of continual debate, free of speculation of whether one is picking up the slack of the
other. In health, for certain purposes, each should have its own programs only
lightly touched by the other. For other purposes, the private corporation should
operate its own programs under meaningful regulation calibrated to the public
interest. For many purposes, the two should be tied by contract. We have much
to learn, but it is becoming increasingly clear that this instrument has great
potential as well as the more traditional relations. It is a challenge to both parties
to be specific about objectives and results and to wed appropriately the key
elements of accountability and independence. Under Medicare, for example, one
not to SSA alone or the private
sees above average performance attributable
8
sector, but to both joined by agreements.
Whatever the nature of the relationship, in turn, related to the task at hand.
we should not expect it to be mutually uncritical. Ideally, it should involve
honest adversary relations. Progress will come from a frank admission of differences, not a pretense that they are not there. There should be healthy conflicts of ideas, methods and perceived needs reflecting different vantage points.
Benefit design
A few points deserve brief mention:
As new legislation is contemplated, guidelines for benefits will be necessary.
The government cannot be expected to finance or sanction unproductive or unsuitable benefits. However, beyond a point, detailed specifications of benefits
stated in the law have some important disadvantages worth taking into account.
Specific, detailed benefits tend to dictate delivery practices, often In subtle
ways, by causing the delivery system to move in the direction financing is best
or easiest or possible. The excessive growth in number of hospital beds in some
areas is an example. Inadvertently, the Medicare Act discriminated against group
Academy of Public Administration Is studying SSA-contractor
National
3 Currently.
Iv terni of how well the contracts have worked and how, if Indimedicare
underthe
relations
cated, they can be Improv-i
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practice by paying audited costs rather than a per capita payment, the latter
offering greater incentives for cost control.
Another effect is that benefits for a defined population do not easily permit
cost control by Congress or the Administration. If the cost or worth of benefits
changes, Congress must either adjust the number of eligibles, adjust funds, or
change the law. Such changes are not easy and administrative remedy is limited.
Reference to benefits in al Act, with some flexibility, makes it possible to reflect changing medical science and shifting consumer preferences and to facilitate free consumer selection of various financing and delivery options. Guidelines can be stated and intent made clear, subject to interpreting regulation.
Deductibles and copayments provisions should be employed with great selectivity. No doubt, they will transfer payments from government contributions to
the beneficiary when he is ill and, in this sense, "save" the government money.
As a control over use, they are a mixed blessing. Small enough to be acceptable
to the public, they have no measurable impact on use. Large enough to depress
use, they are apt to result in underuse, starting with primary care, and not be
acceptable to the public. Further, they are especially stressful on people who
need case the most-low income groups.
Additionally, particularly deductibles, produce a great deal of unproductive
paperwork in processing claims. In essence, the deductible should be confined to
screen out small, repetitive expenses whose payment would cost more than the
benefit. Copayment should be applied only to the extent care Is not discouraged.
An especially widespread pattern employing large deductibles and significant
copayments is catastrophic coverage. It has an instant appeal, but it should be
viewed with caution on an alternative resource basis unless related to a strong
basic program.
Such coverage seems attractive for several reasons. The comprehensive scope
will seem to have provided something for all. In offering protection to families
with high costs, it has strong emotional appeal.
However, there are drawbacks. In many markets, the comprehensive catastrophich or major medical pattern lacks controls over the costs it covers. Because of its minimal dollar impact . . . too often full provider charges are paid
and such controls as qualifications of providers, audits, and utilization review
(characteristic of basic contracts) are not well implemented.
The pattern can exert strong upward leverage on prices even with limited
dollars. It tends to make money available for higher professional fees and
charges set by institutions and luxury services more characteristic of higher
income populations . . . at the expense of the total population. When a case
reaches that level of costs, there can be incentives to prolong rather than to discontinue care. The catastrophic benefit is at the farthest extreme from primary
and preventive services and can encourage excessive delay before receipt of
service resulting in the need for more expensive reparative services.
Also, the benefit is hard to administer for the carrier, provider, and patient.
A sound basic program with some extended benefits often goes farther toward
meeting major medical expenses than many forms of comprehensive major
medical coverage. Even as a supplementary program, one has to weigh the considerations cited, including the administrative complexities involved.
THE IMPORTANCE OF FISCAL ACCOUNTABILITY

When new health financing and delivery programs have been instituted here
and abroad, inevitably, costs have gone up. In 1947, in Britain, the early costs
exceeded actuarial estimates by 235 per cent when the National Health Service
was started. In the U.S., the experiences under Medicaid and Medicare exceeded
estimates in the first year by 50 per cent and 25 per cent respectively. Medicaid
federal outlay currently costs four times and Medicare costs twice as much as
the original estimates. The Extended Care Facilities in Medicare within the
first year cost ten times the original estimate.
Invariably, we tend to be unduly optimistic about costs. Perhaps we should
not be so surprised when we make new services available that people use them
or that doctors will order them.
New services seem to stimulate new expectations and new demands And what
is safe to cut back on is deeply enmeshed in a series of patient-physician encounters involving highly personal and local circumstances.
Costs are hard to project, at best. The marginal utility of a new benefit or
program is difficult to determine even when program guidelines are well formulated and objects are relatively clear.
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The track record is so poor that I urge this Committee to challenge those who
present cost estimates and projections with a high degree of certainty. There
have been some foolish claims made. We should be realistic about what we
know and do not know, if for no other reason than to know when we are taking
risks.
CONTROLS AND INCENTIVES

I would strongly urge the Congress not to pass a National Health Insurance
Bill, which is needed, without at the same time developing a program of controls
and incentives, some of which will operate through the insurance mechanism,
some of which will not.
Fortunately, consensus has broadened considerably in recent years on the
need to implement further planned coiltrols and incentives in the health field
if greater productivity is to be achieved. There is less consensus about how to go
about it. What substitutes does one institute to overcome the limitations of the
health market in the quest for a proper balance between sochil Justice and the
need for efficiency? Can we find pragmatic solutions, reasonably free of bureaucracy and yet with high degree of accountability?
The experience of Blue Cross in the market confirms the fact that we need
more concerted and bolder efforts than we have seen to date. Too much of the
financing programs, public and private, have reinforced traditional ways of
providing service. The country simply cannot afford to pay fees for service in an
open system. In fact, to do so would not only bring further rises in costs of services, but also aggravate shortages of services, particularly for those who could
afford it the least.
Two lines of attack are applicable to any new legislation passed, i.e.: (1) more
responsible purchase of service investment in the system and (2) better management of health services.
Responsible purchase of service and investment in the system
The methods of purchase and conditions of participation in government care
programs (e.g., Medicare and Medicaid) and the investment policies of all government financing programs, (e.g., Comprehensive Health Planning), with corresponding actions in the private sector, constitute effective instruments for
achieving increased capacity and new organizational patterns in the delivery of
health services. A recent HEW Task Force (Medicaid and Related Programs)
recommended several key steps contained in Appendix I attached.
Management of health services
Controls and incentives accompanvinz expenditures of funds are not effective
without more forceful leadership and better management within the health field
in both the public and private sectors.
HEW
Many of the key considerations devolve upon HEW. It is here that many of the
critical forces converge; it is here primary leadership for the health system must
be exercised. Currently, too many new laws and programs are promulgated without being integrated sufficiently with existing laws and programs and a unifying
set of objectives is too often absent.
Both the public and private sectors would benefit measurably from a strengthened HEW role, concentrating on goals and objectives, establishing policy, fashioning incentives, checks and balances, firmly protecting the public interest, and
evaluating results. A restructuring of responsibilities is called for, and a provision to the Secretary of adequate flexibility by Congress to use Federal resources
to effect change and to focus on desired outcomes rather than specific methods
of operation and to develop information systems that can assess performance in
terms of outputs or results.
Areawide planning
An important arm of Federal management should be areawide planning. Today,
there is excessive overlap among Federal programs and between Federal and
state governments. Also, too many areas of the country lack good programs. The
cost of overlap and inaction are incalculable. A reasonable configuration of capital investment is essential to the attainment of reasonable operating expenses.
Too many beds will result, inevitably, in too much bed utilization. Lack of alternative facilities and services to inpatient facilities and services will result in
excessive use of the latter.
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The Federal government needs to coordinate more effectively its planning programs, e.g., Comprehensive Health Planning, Regional Medical Programs, HillBurton, clarify roles and functions of public and private planning agencies at
national, state, and local levels, provide greater support of state and local levels,
and spell out the relations among the purchasers of care, planning agencies, the
constituent health institutions, and the official sanctions to be exercised by
government.
Paradoxically, it will cost money to save money. If we are to effect meaningful
changes in the delivery system, the government must plan to spend more than
it is now budgeting. Considerable funds will be needed to modernize inpatient
and outpatient services in hospitals, start HMOs, improve manpower training,
and to institute effective areawide planning and information systems.
Capital will be a particular problem. There is a world-wide shortage of capital
because of the competing needs of transportation systems, urban redevelopment,
and other pressing investments. To help overcome the shortage, sources other
than government grants will have to be exploited, such as loans (guaranteed and
other) and revenue bonds backed by states . . . all related to areawide planning.
In determining priorities, we must keep foremost in our minds the facility and
manpower needs of low income urban and rural areas where local capital and
other sources of income are leanest. Without a major infusion of bricks and
mortar and operating support from the outside, our greatest problem will persist
as an unpardonable injustice in our system.
THE BLUE CROSS RECORD

In any event, touch decisions will be involved. They must be made. If we are
to talk of making the delivery systems more effective, we-in both the public and
private sectors-must at the same time be prepared to make substantial commitments in purpose and in action. In Appendix II I have spelled out some of
the ways Blue Cross is impacting the delivery of care, as one major representative of the private sector, under both private and government programs.
CONSUMER PARTICIPATION

Many of us are apt to believe that all care can be coordinated by the system.
Attempts to educate the population, even to a limited degree, on how to use
health services have been humblinb . . . the consumer can be remarkably unconcerned as well as unknowing about his health. And, of course, motivating anyone to do anything can be difficult.
But, the opposite extreme will not work either. We cannot produce a foolproof maze, even in poor areas, where we can start almost from scratch. The
consumer must meet the system half-way. Otherwise, the system will not work
well, or it will cost more than it should. To overlook this key point is to ask for
a diminishing return on an expanding investment.
The objective should be to get the individual to accept some responsibility
for his own well-being. Far too little has been done. Federal and private funds
should make specific provision for the orientation and education of consumers.
Federal funds to hospitals and allied institutions should make such programs
conditional. A technical resource arm should be established in HEW where
model programs can be developed. When cultural or language barriers exist,
suitable adaptations must be made.
Consumers must be taught how to use the system. This, too, rarely happens
among our health institutions and professionals and their patients or constituents. What is the significance of primary care? What can given specialists do
and not do? What products and services are ineffective? What facilities and
services are available in the area?
Further, the system must make provision to teach individuals their rights.
A regrettable minority of eligible persons do not realize their rights under law
under government programs through ignorance, misunderstanding, or reluctance
to pursue.
Centers of responsibility should be established in communities, perhaps in
hospitals, that can train natural leaders in neighborhoods and to which the
total community can turn.
No health system should exist to do the consumer a favor. It is there to serve
him. Many professional judgments are involved. But, many other judgments are
involved as well.
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Too often, medical care is delivered when, where, and in a manner convenient
to the provider rather than the consumer.
In a policy and administrative setting, the consumer is needed to restore
balance and focus resources on the purposes to which they should be dedicated.
lie Is needed at all levels, )ublic and private, at key policy and decision making
points. In some areas, the introduction of users of service on governing boards
and advisory committees will cause problems. Not all of us are accustomed
to institutional life. Leadership will be needed to see the situation through.
Far worse is the alternative of an alienated community. This can become a
destructive force of far greater magnitude.
And, to repeat, option is a key way of involving consumers. Many large industries are now offering employees a choice of systems, e.g., group practice or feefor-service. In many areas, there are too few real choices. Our policy must be to
make creditable choices available and then let them be made at the point where
service is rendered . . . not at some remote station.
LONO TERM

CARE

It needs to be pointed out that no national health insurance bill attempts to
deal systematically with tie massive )roblems associated with long-term care.
Aging inevitably brings illness and, combined with this, is the breakdown of the
family structure; the stark result Is that long-term care in an institutional setting
is becoming an almost inevitable burden of the later years of life.
Consider a few facts which point up the magnitude of the problem.
Nearly one of three Medicaid dollars is spent on skilled nursing home care.
Approximately 86 per cent of those aged 65 or more have one or more chronic
conditions; about 1 In 5 have activity limitations severe enough to restrict am.
bulating, confine the person to the home, or to require help with the activities
of daily living.
The proportion of the aged In long-term care facilities increased from 1.1 to
4.2 per cent from 1954 to 1967 . . . a tripling.
A new look Is needed.
Major attention has been focused on medical care and income maintenance of
the aged. These two programs are at the opposite ends of a spectrum; needed is
a special long-term care program which lies in between, Neither Medicaid nor
Medicare was designed to deal with the problem, and the result is increased costs
of these medical care programs. Once an individual's medical condition Is stabilized, he is returned to a .oclal environment where his needs for aid in drcsshig,
eating, bathing, etc., go untattended.
Fundamentally, approaching this problem through medical care institutions
begins with an admission of defeat. Nursing homes create dependence and are
costly, but necessary, failures. Better would be a broader approach to the problem aimed at stabilizing the family through planned communities and housing
where medical care and other social services are available as needed. Currently,
the medical care aspects dominate, and they have proven to be a bottomless pit.
Alternate approaches combining housing and income maintenance with medical
care services are urgently needed.
ADDMONAL

COMMENTS

A few additional points relevant to the issue of National Health Insurance.
Internationalcompari8ons
In examining our alternatives, reference to other countries is often made.
Some references are useful, but generalized comparisons are not. Life styles vary
considerably with consequences to the health of the population. Economic and
population cbhracteristics vary, as do basic economic prejudices. Under essentially
state financial programs, we see practically no group practice in the Common
Market countries. There is little challenge of utilization patterns outside the
U.S. In one instance, the population of a country is trying to negotiate doctors off
per capita payments so that those soldiering can be identified through "piece
rates".
Our challenge is to find a pattern at home that weds our sense of social Justice
and efficiency in ,ur own way with the same sense of pragnmmtism with which
we addressed oilhor key socio-economic issues.
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Manpower
Because manpower development is an important allied strategy, I should like
to register a comment. Many have testified over the years about the shortage of
physicians and their maldistribution. One cannot quarrel with maldistribution.
It is there to see. Unfortunately, it relates to the attractiveness of stimulating
professional and living environments to young physicians and their families; a
force that is highly resistant to even strong counter-incentives.
I question the extent of shortage stated for three or four reasons: (1) a number of studies have confirmed the fact that nonphysicians can safely and satisfactorily give many health care services now given by physicians under the
supervision of physicians; (2) the health professions, as previously mentioned,
have chosen to define health and health care in restricted terms so that measures
that might have greater effectiveness as health are not undertaken; (3) the
internal needs of the health system seem too often to have higher priority than
the health needs of the people; (4) the incidence of surgery across the country
is directly related to the incidence of surgeons.
With this In mind, and the 10-12 year time it takes to turn out a physician,
we must focus our energies on how the physician is organized and utilized. Here
should be our focus in the short term, at least, while debating the issues involved. It is through organization also that our best sulutions to maldistribution
lie, e.g., the physician working through physician assistants in a structured
setting.
Profit-nonprofit
One major national health insurance proposal calls for government or nonprofit HlMOs only. Another adds a profit alternative to the list. Where should
the line be drawn?
Currently, we have a significant minority ot proprietary hospitals and a
majority of proprietary nursing homes. We have proprietary free-standing laboratories. Supplies to hospitals and allied institutions and subcontractors under
government financing earn profits dictated by the market in which they operate.
Commercial insurance companies sell a large number of group and non-group
policies.
A majority of physicians, our central economic unit, operate on a proprietary
basis.
All this Is against a background of strong, not-for-profit hospitals and prepayment (Blue Cross, Blue Shield, prepaid group practice) plans plus voluntary
agencies and a network of government agencies with strong community orientations.
As a practical matter, without going into the performance on merits of one
form versus another, the steps ahead must take both institutional forms into
account. The key is to subject all participating parties to certain participating
roles and regulations, e.g., full disclosure, audit, etc., and to negotiate a return
on investment that is related to some percentage of the going prime rate . . .
enough to attract new capital where it is needed but not an exploitation of
the ill . . . for those who are in the first ranks delivering or financing care.
Similarly, those lending capital to providers of care should be limited in interest
rates charged, even if the force of the federal government or state has to be
used. In regard to the HIMO, profit seeking efforts cannot be permitted to limit
themselves to the good risks in the community, but must accept responsibility
for the entire community.
CONCLUSIONS

National health insurance is but one important part of a total health strategy
that we should be debating today. Our overall challenge as a Nation is to intnrove our health delivery system, as well as our financing system, to develop
an o-perating philosol)hy on how the forces of social justice and efficiency can
lbe joined through an improved public-private relationship and to relate health
services effectively to other services in our society that also significantly affect
our well-being as citizens.
The challenge will not be easy to meet. Health is inextricably related to the
totality of our lives and is resistant to the legendary unseen hand of the marketplace. New programs create new expectations whose outer limits seem boundless.
In such an atmosphere, costs are apt to rise rapidly, and become hard to project. The expenditure of new funds in recent years has been absorbed largely by
inflation.
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As complex as the health field is, we must face up squarely to the imperative
nee, to provide access to care to all citizens and to a strong national commitment.
We cannot hang back.
In my view, our best course is to capitalize on our strengths in both the public
and private sectors and to move forward. Hard polarization around either sector
should have no place in our thinking. Each sector has demonstrated strengths the
other needs. Our current problems are the result of shortcomings in both sectors.
Unbecoming attempts to isolate blame not only ignore the complete interdependence of law, regulation, delivery, and financing of care, but through this process,
generate grossly unrealistic expectations about the impact of potential, large gov.
ernment programs in the years ahead. We should now turn our attention to the
strengthening of both sectors.
This process will require a new health contract with the Nation containing
explicitly stated goals, new legislation, and new processes. Two major patterns of
action are emerging: (1) public utility, and (2) moderated and regulated pluralism. There are many problems inherent in applying the public utility model in its
fullest flower to the health field. The extraordinary detail and complexity surrounding exclusionary licensing and franchising and the proper financing of the
resulting monopolies, gives me serious pause. I am concerned about casting our
health system so badly in need of change in such a mold. My concern is deepened
by the realization that too many regulatory agencies are captives of the institutions they are expected to regulate. This is not to say there is nothing to learn
from this model. Franchisement of health facilities has merit, if territorial exclusivity does not. More energetic regulation of financing mechanisms would go a
long way toward removing too many weak participants from the market and
strengthening the resolve of those who remain.
However one terms it, a moderated pluralism has much to recommend it in this
decade, given our present culture and system.
It would Include:
Well conceived federal legislation with an overarching health bill stating
clearly health goals and major strategies into which all other health legislation
should fold compatibly. A review and gradual revision of all health laws on the
books is essential, to reduce overlaps, eliminate contradictions, and relate them
to the enunciated goals.
Goals such as availability of care to all citizens should be affirmed by the
President and translated into specific expressions by HEW against which progress over a span of years can be measured, e.g., what reduction in infant mortality do we aspire to in the next five years?
HEW should be reorganized to act as the central point for our health system.
To play this role, it must adopt a strong leadership position in translating goals
into specific operating programs and through setting up a mechanism to coordinate major elements of the health system, evaluate progress toward achievement of objective, and to run efficiently the operating programs It is assigned.
For these purposes, a new stucture will be required.
The Secretary should be given sufficient flexibility by Congress to spend funds
with reasonable discretion to meet national commitments but also to encourage
new and Innovative institutional arrangements.
In its 1970 Report to the Secretary of HEW, the Task Force on Medicaid and
Related Programs recommended a new structure, geared to a more effective involvement of HEW with the financing and delivery of health care and with the
Congress. Its recommendations are as pertinent today as they were then. I
should like to see an accounting of progress.
Major financing programs should be put under one division head in HEW
with a quality supporting staff. States should play a supplementary and subsidiary role, spelled out clearly in advance.
Much of the federal financing of health services can be accomplished through
contractual agreements with the private sector. with major focus on desired
outcomes rather than specific methods of operation and on evaluation mechanIsms. Financing should be viewed, however, again as one part of the total
health strategy which will involve, in addition, direct impacts on delivery of
care, manpower development, consumer protection, the environment. etc.. through
selective expenditure of funds, specific guidelines, and tough regulation.
In the process, every effort must be made to free the market from artificial
restraints. Licensure laws, group practice laws, artificial professionalism, consumer ignorace. etc.. must be attacked. And. the options of health care and finance
must be enlarged so that not just those near the Kaiser schemes have a choice.
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but all our citizens. It is this choice, at the point of delivery of care, that is
essential to consumer confidence and satisfaction and to meaningful change. It is
here that the final decision on how much to spend and how to spend it must
ultimately be made.
We are inclined to look to health services for the resolution of many of society's
ills. In fact, we cannot expect to remedy all the problems of the poor or solve
the frustrations of an urbanized, pressured community through health services.
as distinguished as many of ours are. But we can go a long way beyond where
we are at the moment. Perhaps we can inspire, through our example, other key
elements of our social welfare to follow suit.
APPENDIX
RECOMMENDATIONS

OF THE TASK FORCE ON

I
MEDICAID AND RELATED

PROGRAMS

1. Some percentage of Medicaid and Medicare-type funds, say 5 per cent,
should be set aside for the development and improvement of health care services
and resources. These funds should be expended as front-end money to provide
capital and start-up costs in needy areas identified In cooperation with state and
areawide comprehensive health planning agencies.
Priority should be given to services and resources which can serve as alternates to inpatient hospital care, Improvements In utilization, efficiency and/or
quality of existing health services directed toward producing more and better
health care, outreach services which are an Integral part of approach use of services, and development of ways to link and relate new existing health services
with each other, aiming toward comprehensive health care systems in commnunities.
In regard to format, heavy emphasis should be placed on corporations that
agree to provide comprehensive services and continuity of care for a definable
population for a prepaid capitation amount as a major alternate in the marketplace throughout the country and on other schemes that make efficient use of
health manpower and paramedical manpower.
2. All appropriate sources of Federal funding, e.g., National Center for Health
Services Research and Development and the Partnership for Health Programs,
should be encouraged to give high priority to development, support, and demonstrations of model health care delivery systems. Similarly, Hill-Burton and allied
programs should give priority to those projects and facilities which propose to
use innovative methods of delivering health care.
3. Policies Implementing Federal laws should stipulate that free choice of vendor by recipients should be as broadly interpreted as possible without prejudice.
Payments should be made to neighborhood health centers, community mental
health centers, migrant health centers, children and youth projects, prepaid
group practice plans, and other such forms of organized health care delivery.
Barriers ,to payment should be removed either through direct Federal legislation
or conditional flow of Federal money.
4. Experiments for Incentive reimbursement must be actively undertaken with
broad discretionary powers accorded the Secretary of Health, Education, and
Welfare, insofar as Federal funds are involved. Various methods should be pursued that put the providers and professionals at risk and evaluations made of
results over time. Fundamentally, payments should provide incentives for efficiency and should be related over time to changes in the economy as a whole.
As areawide planning matures, no (or, at least, penalty) payments should be
made to unapproved institutions and services and payments for education and
research in hospitals should be subjected to a different set of accountabilities
from patient care.
5. Various forms of professional review will be needed to guard against
deterioration of care while pursuing efficiency. Included should be review of
selected cases by physician peers, utilization review by hospitals and allied institutions, and both utilization and claims review by carriers. Guidelines should
be developed for all Federal programs.
6. Visibility is a major untapped force. All participants in Federal programs
should be required to publish an Annual Report spelling out key cost and use
information in a clear, readable format. States and regional planning agencies
should publish periodically comparisons of results and sponsor active provider
and consumer review of the reports.
7. Antiquated licensure laws contribute to manpower shortages and rising
costs. These should be reviewed intensively by HEW and recommendations made
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to states on needed changes. Also, minimum Federal standards should be pronmulgated. Currently, too many tasks are mismatched with skills, and career
mobilities are too artificially restricted. Of particular potential is the respectivee
development of substitute skills for the physician.
APPENDIX II
BLUE CROSS-CONTROLS AND INCENTIVES

Blue Cross has made some significant contributions and is prepared to make
more. Federal finance Ig programs embody many cost control techniques and
benefit programs developed by Blue Cross. These include negotiated costs under
accepted reimbursement principles, audit of provider records for reasonable
cost determinations, recertification procedures, service benefits, and claims review procedures.
Along with these standard controls embodied in virtually all public and
private business, Blue Cross Plans are currently involved in a number of programs designed to impact costs.
Alternative delivery systems
Blue Cross has begun to develop prepaid group practice benefits and offer them
as an alternative to traditional )atterns of )roviding care. Seven Plans have
operational prepaid group practice programs: in four others, hospital coverage
is provided to group practice programs. Fifteen additional plans ire in the
planning and development stage of group practice or HMO development.
Utilization review
All Plans are active In utilization review. BCA has purchased and made available three health data systems, which currently serve 202 ho.)ltals and form
the basis of utilization review systems. We are also In the process of implementIng a modular system of claims and utilization review which will be made
available to Plans. To determine the necessity and appropriateness of treatment provided its subscribers, Blue Cross uses claim review procedures which
are increasingly being related to existing effective utilization review and peer
review programs.
Incentive reimbursement
Blue Cross has led In experimentation and development and reimbursement
techniques. Perhaps, the most significant developments are in the area of prospective reimbursement; fourteen Plans have some type of prospective system
currently In operation. We are evaluating these carefully, and they show
great promise.
BCA has also developed very recently a Health Responsibility Program.
Based on prospective paymert, It incorporates Into the Plan-hoslpital reimbursement contract all workable incentives and penalties that can impact costs,
including utilization review and planning.
Scope of benefits
Another effective way to control costs is to keep people out of hospitals by
providing them with -appropriate alternate forms of care without sacrificing
quality. The growth of new benefits has been dramatic. For example, in 1965, no
Plans offered dental benefits; now over '50 Plans have this available with over
400,000 subscribers. In the last three years, Plans have started to offer preadmission testing and over 30 million are covered. Forty-one Plan's offer home
care and have nearly 27 million subscribers. Twenty-one million Blue Cross
members have coverage for prescription drugs offered by 63 Blue. Cross Plans.
Utilization patterns have changed dramatically as a result of thet-e new benefits and other factors. Blue Cross currently handles more claim. for outpatient
and ambulatory care than inpatient care. In the ,:econd quarter of 1971, Blue
Cross members used outpatient benefits at a rate of 16.5 per thousand anI iIIpatient care accounted for 130 per thousand members. The outpatient utilization rate has increased over 15 per cent a year in the last four years. These figures
suggest a quiet revolution is taking place.
Areawide planning
Blue Cross has long supported areawide planning. Seventeen Plans currently
require conformance with planning agency decisions for rein!-nrsement. Fifteen
more will do so within the year. Twenty-two Plans operate in states with certi-
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fixation of need legislation. Last year, Blue Cross Plans contributed over $1
million to planning agencies.
Developments here have been slower than expected, in part because Federal
planning programs have lacked focus.
Plan performance
Blue Cross is also committed to reviewing its own effectiveness. The Blue Cross
Association operates a major program of Plan Performance Review which inelude special purpose reviews, regular cost reports, systenis reviews anld each
Plan Is scheduled to receive a review of all systems and procedures every three
years. This program has had substantial impact in improving Blue Cros.; efficiency
and thereby better serving our subscribers.
Blue Cross role in Govcrnmcnt programs
The Blue Cross role In government service includes its work as intermediary
for Institutional benefits under Part A of Medicare and its administrative duties
for Medicaid programs in 26 states and CIIAMPUS (the Civilian Health an(
Medical Program of the Uniformed Services) in 33 states and the District of
Columbia. The largest of these programs is Medicare, where the vast majority
of persons taking part are serviced by Blue Cross through its administrative
work for the Social Security Administration and 91 per cent of the ho..pitals, $8
per cent of the home health care agencies, and 52 per cent of the extended care
facilities taking part in the program.
Since Medicare's inception, the Blue Cross System has processed more than
50 million claims and handled )ayment of approximately $17 billion In benefits
for the nation's elderly.
In Medicare, and the other government programs, the Blue Cross System has
developed new techniques for increasing these programs' effectiveness, such as
the magnetic "tape-to-tape" coml)uter program which speeds Medicare claims
processing and helps to eliminate clerical errors at the Social Security Administration's Baltimore records center. This system has lowered the time required to
process claims under Part A from 18 days to two. Savings from this system will
exceed $1,250,000 in the current fiscal year alone.
A Model A Systemn-A major claims processing system encompassing all programmable clerical claims functions which would otherwisue bh performed
manually. Through Implementation of the Model A System, we are better able to
control administrative costs through use of a uniform mechanized claims system
and to expedite program modifications. To date three Blue Cross Plans have
successfully implemented the Model A System; our goal is to have 17 Plans
operational by 7/1/72.
OCR (Optical Character Recognition) -A system in which the Provider types a
claim bill using a special font which Is readable by an OCR machine, thus introducing the claim bill into the intermediary's EI)P claim processing system
bypassing the data prel)aration section. Dollar savings are realized within a
relatively short time after implementation.
Also, Blue Cross saved under Medicare $114 million in fiscal year 1971 alone.
Included here are $64 million saved through claims review, and $50 million
through provider audit and cost adjustment; these savings exceeded the total
administrative costs for Blue Cross in the period by $28 million.

Low administrative costs
One index of the Blue Cross System's efficiency in Its operations is the fact
that, in serving its subscribers, the 1970 operating expense of Blue Cross Plans
averaged only 5.5 per cent of subscription income. This rate has been consistently
low, ranging between 4.5 and 5.8 per cent in the past 10 years. Also, a recent
Social Security Bulletin shows that in 1969 claims represented an expenditure
of 97.8 per cent of premium income for both the group and individual members
of Blue Cross.
In the Medicare program, Blue Cross provides its administrative -ervices at a
cost which equals only 1.68 per cent of the funds handled for the l)rogram.
While the Medicare record indicates Blue Cross effectiveness, it also demonstrates the fact that the costs of administering a program for private carriers
or the government are highly dependent on the tasks performed.
Blue Cross has been challenged on our relative efficiency as compared with
government administration of health benefit programs. We accept this challenge.
We have asked the Secretary of HNEW to conduct a study of the relative admin-
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istrative costs of public and private health benefit programs. The Secretary has
agreed to assume the leadership in the conduct of this study and Blue Cross has
l)ledged full cooperation and support in the analysis.
Comparisons will be difficult. Vithin government programs government performs different tasks from private carriers or intermediaries. Also, regretably,
comparisons are complicated by the fact that total costs (direct and indirect)
of government operations are not determinable. No figures are published. Meager
information indicates that for similar tasks, Blue Cross costs appear to be less
than those of the public sector. We look forward to the results of the study.

Mr. McNERNEY. Blue Cross, as many of the members of the committee know, started in 1929 in response to a social need with a y~arend
membership of some 1,500 people. It now serves 74 million people
and as an intermediary for Government programs, some 24 million
citizens in addition.
In total this is approximately half the population of the United
States. As a representative of this system, I have a very deep interest
in national health insurance, and I welcome this opportunity to comment on it.
In discussing national health insurance, of first importance I think
it must be said that the cornerstone of new and old programs should
be that all Americans should have access to adequate health services,
that no person or family should suffer undue financial hardship because of illness.
We may differ on how to reach that goal, but that goal must be
constantly before us.
As we plan for the future, it helps I think to put our p resent system
in perspective. Essentially, it is a vital system with notable underlying
strengths and also some significant weaknesses.
The weaknesses include the facts that low-income citizens have
significantly poorer health records than the population as a whole,
health care costs have risen well beyond the increase in wages and
earnings in recent years, and production data indicate soft spots in
efficiency and effectiveness.
With regard to national health insurance, our principal challenges
boil down to improving access and productivity within the system
while strengthening rather than weakening its fundamental vitality.
I would like to spend a moment before talking about financing of
health services per se by referring to a few fundamental issues briefly.
First, from an economic point of view health is a unique market.
If there was 'any doubt about it, we proved it in 1966. Medicare and
medicaid and associated events made it clear that we cannot solve our
problems by merely accelerating expenditures. Increased demand can
and did produce marked inflation.
This is due to the fact that the health market is not a classic market,
the forces of it apply weakly and unevenly. Efficiency, in effect, must
be built in.
Another complexity is that health is caught up in the revolution of
rising expectations. Being able to do more, we expect more. Thus, new
social policy may improve problems, but at the same time, change and
expand the perceived problem, and this realization brings us sharply
against the fact of limited resources and the need for ,priorities.
A third complexity involves the increasingly important question:
W hat is the relation between health services and the health of the
population? This is a tough relationship to unravel, but we do know
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that in countries where infectious diseases are no longer among the
predominate causes of death, it is often difficult, to demonstrate a strong
relationship between longevity and 'the .amount spent on health services. This amount can vary as much as 100 percent, and overall morbidity and mortality rates vary on the order of 5 percent.
Major determinants of health lie outside tie bomlidaries of health
systems, and we must get at these, such as income, 'housing, nutrition,
and education, if we are to avoid spending huge sums unproductivwly.
In my opinion, the Federal government , must, find some mechanism
to balance effectively these social services affecting the life style of
individuals.
In regard to financing health services per se, Blue Cross supports
fully the need to improve the financing of health care as part of an
overall national strategy on health. The current formulation of Government-private programs still leaves too many citizens without adequate protection, despite the good intentions expressed in 1966, when
medicare and medicaid were first implemented.
In contemplating tfiis policy, we need to remind ourselves that
financing will solve some of our problems, but not all. Health expenditures have doubled in the last decade. Ironically, more money
has been accompanied by more public frustration and attacks on the
system.
If new financing programs are to be successful, we must develop a
-basic strategy dealing with changhig the delivery system of which
financing is a part, rather than attempting to develop a financing prograim of which change in the delivery system is a part.
Too many persist in the belief that engineering the flow of money
will solve all of our problems. Costs are in the headlines. Carriers are
under the gun. Our focus needs to be both on national health insurance
and on overall national health policy.
An appreciation of the fact that financing is but one part of an
overall strategy is beginning to grow as we see the current legislative
proposals judged. To the simple criterion, how much money is added
to the system and how is it shared, other key measures which we fully
support have been added.
I list on the following pages what these criteria are.
In effect., not only must all citizens be adequately served but the
system must be responsive to changing public l)references, burgeoning
medical science; it must effect efficiency and effectiveness; it must be
relatively easy and inexpesive to administer; it should be acceptable
not only to the consumers but to providers and must involve a reasonable degree of pluralism if we are to avoid the twin dangers of underfinancing on the one hand and resistance to change on the other.
In this regard, that is pluralism, I ask the question: Do we need to
capitalize on all the resources., skills, and money we can get to do the
job? Rather than attempt to replace $40 billion is private investment,
can we not build on it? Rather than duplicate carrier and other private
sector skills, can we not strengthen them ?
Whatever proposal or bill is arrived at by the Congress, it should be
implemented with due regard to the availability of supporting institution- and services and the time for tooling up. A reorganization of
HEW and an enunciation of health goals with key programs, such as
70-174 0-72-pt. 4-
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comprehensive health planning and manpower development spelled
out should accompany, not follow, changes in financing.
As far as current bills before the Congress are concerned, we feel
that there is more work for the Congress to do before the Congress
acts.
The proposals that rely heavily on tax and other incentives to
encourage purchase of private insurance and prepayment would fail
inevitably to bring all citizens under adequate -protection. Some of
these proposals tend to underestimate the need and means for changing delivery of care, and they rely too heavily on State government
in regard to administration and regulation. The Federal Government
must be eminently involved in both administration and regulation.
Medicaid taught us that, also.
One major proposal calls for a unitary Federal financing program
operated out of Washington, D.C., through 10 regional offices. It does
provide for universal coverage and elaborate controls. In the process,
itcreates an extensive Federal bureaucracy that would attempt, to
spend some $70 billion for 200 million people with one national board
reviewing and approving budgets for a myriad of providers as the
only basis for payment. This -would be, we feel, totally unrealistic,
even if one were starting from scratch, let alone with a well-established
system enjoying considerable support.
The board would have authority to make judgments regarding
quality of care and effectiveness, direct, providers to discontinue services or initiate one or more services, cut back sharply on reimbursements or payments when funds are short and to detail procedures,
whether accounting or drug purchase, to an extensive degree. Heavy
reliance would be put on prepaid group practice to bring health prices
in line with the economy as a whole. Some 2 percent of physicians are
now in group practice, and their movement, plus that of their patients,
into group practice-as promising as it is-has not been rapid.
The economic impact of group practice on a communitywide scale
has not bneen tested, partly because its chief practitioners insist on
dealing with employer groups only on a dual choice basis.
As promising as this pattern is, we must be realistic about its implementation.
The administration's proposal makes an effort to capitalize on
what is good in both the public and private sectors, through tan extension and modification of medicare, institution of a family health
insurance plan, continuing a modified medicaid program, and the
institution of a mandate coverage for employees.
However, it has some serious shortcomings. Importantly, it does
not achieve universal coverage. Unemployed single persons, childless
couples, migrant workers, and others are not included under the
Fl-lIP program and not necessarily under other government programs.
The array of deductibles and copayments under the FHIIP and mandated programs -impose excessive financial burdens on the near poor
as well as burdens of comprehension and understanding. Heavy reliance is placed on the HNMO in changing deliveryy patterns. The
amounts of grant and loan money talked about so far to support HMO's
fall fax short, of a meaningful impact. The legion of deductibles and
copayments in the medicare, FIIP. and mandated programs will
inflict a iar(Iship on many citizens who will Iinid it difficult to afford
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them as well as impose a tough administrative job on intermediaries
and carriers, even with the best of computers.
Under the medicare, FIIP, and the manudated programs, it is
stipulated that title XVIII reimbursement methods be used. These

methods, we feel, are not established enough to stand this weight:,
Options should be left open and evaluated.
Further, legislative proposals are promised. In them, it is essential
that the Federal Government. lay down minimum standards for participating carriers and providers, not relying totally on the States to
do these jobs.
The sum of our experiences makes it clear that the Congress should
be able to fashion a bill between the two unworkable extremes of a
simple tax incentive bill on one hand and a federally operated financial system on the other.
Such a bill must make it possible for all citizens to get health care
coverage to protect themselves against unreasonable financial hard-

ship

Further, it should stem from a strong HEW featuring what government does best and, from there, capitalize on the equally vital and
unique characteristics of the private sector.
The goals should be clear and worthy of our society.
The standards should be rigorous in keeping with our Nation's
administrative know-how.
There should be several sources of income to guard against the sector
of underfinancing.
And there should be, by intent, room for various systems to pla y
against one another in constant search for improvement in service
given backbone by selective use of performance contracting.
In the search for a financing mechanism, unfortunately, too much of
the current debate tends to set the government and private sectors
against one another -in regard to both delivery and financing of care.
Our focus should be on results, what works pragmatically. The
American public has been the object. of too many unfilled promises
already. We should not be preoccupied now with doctrinaire positions
long held and zealously guarded.
We have all heard attempts to discredit totally private prepayment
and insurance in justifying the need for a totally Federal financing

system. Many of these attempts are unbecoming expedients. Our
current health problems cannot be that easily enceapsuled. They result
f romn the interplay of streng-ths and weaknesses throughout the system

involving both the public and private sectors. Blaming all of the ills
in the financing and organization of health services upon the omissions and commissions of private insurance * * * "not only exag."erates the powers that the industry has, or should have, but also
ignores the social climate. What is now generally demanded in this
field was neither acceptable nor even possible only a few years ago."
This is hardly a pretension. While, for example, the private sector
has been slow to aggregate into delivery systems, such as HMO's,
designed to deliver comprehensive care to defined populations with
heavy accent on primary care, while areawide planning has been slow
in developing from the ground up, and carriers, as part of the private
sector, have not monitored use as energetically as desirable, the public
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sector must accept its share of the accountability as well as the glory
of considerable accomplishments.
The excessive number of costly beds we have in some sections of
the country and overpreoccupation with inpatient care relate, in part,
to the enthusiasm with which some -public programs met the shortages
after World War II, and the equal enthusiasm with which improved
health subsequently became equated with bricks and mortar. Failure
to control costs and restructure delivery of care can be seen in medicaid
and medicare as it can in private financing programs.
If the private sector has been fragmented in response to a myriad
of neighborhood and local pressures, the Government has been equally
fragmented in adding one piece of legislation on another, for example,
comprehensive health planning, regional medical programs, Hill-Burton, et cetera, and in their implementation, in response to various interests. If we are to denigrate weak State regulation of health prepayment and insurance, let us recall that the McCarran Act is a Federal
law.
In fact, little is to be gained from conceptualizing the problems of
health care from the vantage point of either the public or private sectors. There are no absolutes. Each has its strengths and weaknesses.
Both are needed. It is time we got away from simplistic categorizations and down to the business of solving problems by strengthening
both sectors and exploiting their capabilities.
The health field is bedded in many subjective, as well as objective,
issues and in a strong tradition of professionalism, demanding an unusual degree of sophistication and flexible administration. A monolithic posture would strain the political bonds of the system, if not
its administrative structure.
It is the Government that can best set national goals, set important
resource priorities, monitor and regulate overall performance, and
protect the rights of all citizens through constant pursuit of social justice. The private sector cannot come close to meeting the health needs
of the country without strong Government leadership and involvement. However, it can provide consideable managerial expertness,
diversity, a capacity to innovate and change, a way of mutualizing accountabilities so that excessive conservatism does not result, and a
guard against the restricted budgets of Government.
Can the private sector be accountable? I say it can. Even the most
conservative elements of this sector see the need for more
responsiveness.
How the public and private sectors should mesh should be the subject of continual debate, free of speculation of whether one is picking up the slack of the other. In health, for certain purposes, each
should have its own programs only lightly touched by the other. For
other purposes, the private corporation should operate its own programs under meaningful regulation calibrated to the public interest.
For many purposes, the two should be tied by contract.
We have much to learn, but it is becoming increasingly clear that
this instrument has great potential as well as the more traditional relationship. It is a challenge to both parties to be specific about objectives and results, and to wed appropriately the key elements of accountability and independence.
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Whatever the nature of the relationship, in turn, related to the task

at hand, we should not expect it to be mutually uncritical. Ideally, it
should involve honest adversary relations. Progress will come from

a frank admission of differences, not a pretense that they are not there.
There should be healthy conflicts of ideas, methods, and perceiVed
needs reflecting different vantage points.
Following in the text, ve make selective reference to other ways
of improving financing. For example, urging some flexibility in the
expression of benefits in the law so that it does not lock in a. given
delivery pattern. We express great reservation about the use of deductibles and copayments, urging that they be used only selectively;
and we caution against heavy reliance on a catastrophic program
except as a supplement to a strong basic program, and even then there
might be difficulties.
I would like to spend just a moment on the matter of fiscal accountability. I think it is particularly appropriate to this committee.
When new health financing and delivery programs have been instituted here and abroad, inevitably costs have gone up. In 1947, in
Britain, the early costs exceeded actuarial estimates by 235 percent
when the National Health Service was started. In the United States,
the experiences under medicaid and medicare exceeded estimates in
the first year by 50 percent and 25 percent respectively. Medicaid Federal outlay currently costs four times, and medicare costs twice as
much, as the original estimates. The extended care facilities benefits in
medicare within the first year cost 10 times the original estimate.
Invariably, we tend to be unduly optimistic about costs. Perhaps we
should not be so surprised when we make new services available that
people use them or that doctors still order them.
New services, in fact, do stimulate new expectations and new demands, and what is safe to cut back on is deeply enmeshed in a series
of patient-physician encounters involving highly personal and local
circumstances.
Costs are hard to project, at best. The marginal utility of a new
benefit or program is difficult to determine even when program guidelines are well formulated and objectives are relatively clear.
The track record is so poor that. I urge this committee to challenge
those who present cost estimates and projections with a high degree of
certainty. There have been some foolish claims made. We should be
realistic about what we know and do not know, if for no other reason than to know when we are taking risks.
Following the section on financing, there is one on controls and incentives. In it I urge the Government, corollary to an attack on the
financing mechanisms, to also bear down hard on the matter of delivery. Two major points are made: (1) The use of Federal money to
purchase care should be calculated to change the care; (2) the management of health services must be improved with particular emphasis on the need to reorganize HEW and to strengthen areawide plan-

ning.
The Blue Cross record, if I can refer to that for the moment, in
regard to this latter area of controls and incentives, is something of
which I and others in the movement are proud. We have in recent
years made distinct progress in regard to alternate delivery systems
like HMO's, utilization review, and reimbursement. We have expanded
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the scope of our benefits, and in this last year we paid for more out-

patient visits than inpatient admissions. We are supporting areawide
planning, internally improving our performance, and have maintained
very low administrative costs.
We have been challenged on our relative efficiency as compared with
others under health benefit programs. We accept this challenge. We
have, in fact, asked the Department of I1EW to conduct a study of the
relative administrative costs of public and private health benefit programs under medicare.
Also, we follow with some comments on consumer participation.
In essence, here we say that no system can work unless the consumer
meets it halfway. There, must be built-in provisions to educate the consumer to accept some responsibility for his own well-being. Far too
little has been done.
Also, we must teach the consumer how to use the system. This will
involve some very straightforward, candid guidelines that separate
good from bad, efficient f rom inefficient, service.
Further, we must teach the consumer his rights. Under present Government, programs, too few consumers are realizing their rights; and,
finally, we say that the consumer must be involved deeply in decisionmaking and in policy formulation to break the built-in 'esistances of
the system.
Also, we make comments on long-term care to which I call your attention. None of the bills attempts to deal systematically with the massive problems associated with long-term care. Nearly one out of three
medicaid dollars is now spent on skilled nursing home care. Fundamentally, a philosophy must be developed by this Congress on how to
approach this problem. We say that approaching most of it through
medical care institutions begins with an admission of defeat.
Alternate approaches combining housing, income maintenance with
medicare services are urgently needed.
Before coming to the summary, we, touch on three areas. Under international comparisons, we urge the Congress not to make 1 to 1 comparisons, but to get down to the business of fashioning a bill unique
to this country. There are many traps in these comparisons.
In manpower, I simply say that whereas I agree we have a distribution problem, I am not so sure we have a shortage-of-physicians
problem.
Finally, under the title profit and nonprofit, I make the statement
that as a practical matter the system is deeply embedded with both
types of institutions. The trick is to move forward from where we are
bringing under close regulation, orientation, disclosure, audit, et
cetera, all elements of the system, so that nobody profits at the expense
of the ill patient.
In conclusion, let me say that national health insurance is but one
important part of a total health strategy that we should be debating
today.
The challenge will not be easy to meet. Health is inextricably related to the totality of our lives and is resistant to the legendary
unseen hand of the marketplace. New programs create new expectations whose outer Iimits seem boundless.
In our view, the best course is to capitalize on our strengths in both
the public and private sectors in regard to both delivery and financ-
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ing of care and to move forward. This process will require a new
health contract with the Nation containing explicitly stated goals,
new legislation, and new processes.
Two major patterns of action are emerging: (1) public utility and
(2) moderated and regulated pluralism. There are many problems inherent in applying the public utility model in its fullest flower to
the health field. The extraordinary detail and complexity surrounding exclusionary licensing and franchising and the proper financing
of the resulting monopolies gives me serious pause. I am concerned
about casting our health system so badly in need of change in such a
mold. My concern is deepened by the realization that too many regulatory agencies are captives of the institutions they are expected to
regulate. This is not to say there is nothing to learn from this model.
Franchisement of health facilities has merit, if territorial exclusivity
does not.. More energetic regulation of financing mechanisms would
go a long way toward removing too many weak participants from
the market and strengthening the resolve of those who remain.
However one terms it, a moderated pluralism has much to recommend it in this decade, given our )resent culture and system.
It would include well-conceived Federal legislation with an overarching health bill stating clearly health goals and major strategies
into which all other health legislation should fold compatibly. A
review and gradual revision of all health laws on the books is essential,
to reduce overlaps, eliminate contradictions, and relate them to the
enunciated goals.
Goals such as availability of care to all citizens should be affirmed
by the President and translated into specific expressions by HEW
against which progress over a span of years can be, measured; for
example, what reduction in infant mortality do we aspire to in the
next 5 years?
HEW, in order to accomplish its role, must be reorganized to act
as the central point for our health system. To play this role, it must
adopt a strong leadership position in translating goals into specific
operating programs and through setting up a mechanism to coordinate major elements of the health system, evaluate progress toward
achievement of objectives, and run efficiently the operating programs
it is assigned.
The Secretary should be given sufficient flexibility by Congress to
spend funds with reasonable discretion to meet national commitments
but also to encourage new and innovative institutional arrangements.
. In its 1970 reports to the Secretary of HEW, the task force on
medicaid and related programs called for a new structure, geared
to a more effective involvement of HEW with the financing and delivery of health care and with the Congress. Its recommendations
are as pertinent today as they were then. I should like to see an accounting of progress.
Major financing programs should be put under one division head
in HEW with a quality supporting staff. States should play a supplementary and subsidiary role, spelled out clearly in advance.
Much of the Federal financing of health services can be accomplished through contractual agreements with the private sector, with
major focus on desired outcomes rather than specific methods of operation and on evaluation mechanisms. However, the process of financ-
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ing should be viewed again as one part, of the total health strategy
which will involve, in addition, direct impacts on delivery of care,
manpower development, consumer protection, the environment, et
cetera, through selective expenditure of funds, specific guidelines, and
tough regulation.
In the process, every effort must be made to free the market from
artificial restraints. Licensure laws, group practice laws, artificial professionalism, consumer ignorance, et cetera, must he attacked. And,
the options of health care and finance must be enlarged so that not
just those near the Kaiser and Puget Sound schemes have a choice,
but all our citizens. It is this choice, at the point of delivery of care,
that is essential to consumer confidence and satisfaction and to meaningful change. It is here that the final decision on how much to spend
and how to spend it must ultimately be made.
We are inclined to look to health services for the resolution of many
of society's ills. In fact, we cannot expect to remedy all the problems
of the poor or solve the frustrations of an urbanized pressured community through health services, as distinguished as many of ours are.
But, we can go a long way beyond where we are at the moment.
Mr. Chairman, national health insurance is an integral part of a
very large and complex public issue. Many decisions will be required,
and Blue Cross pledges its cooperation to the Congress in helping the
Congress make these decisions.
The CHAIRMAN. We certainly thank you, Mr. McNerney, for your
statement. You have delivered a very fine statement, as usual.
Are there any questions?
Mr. ULLTWAN. Mr. Chairman.

The CHAIRMAN. Mr. Ullman.
Mr. ULLMAN. Mr. McNerney, you have outlined some excellent
guidelines for national health insurance. I am concerned, and I think
the committee is also, by how you put this all together. Certainly
moderated pluralism is a good word and a good objective but, when you
start looking at the health picture today, the proliferation that we
already have is one of our main problems. The cost factor is prohibitive. We simply cannot continue, it seems to me, very much
further down this road of proliferation. You have called for restructuring of HEW. It would seem to me that this restructuring is going to have to encompass a lot of what is now in the private sector.
Would you agree that, although we should build on both public
and private, there is going to have to be some relinquishment on the
part of elements of the private sector?
Mr. MoNERNEY. I think there will be. The assumption of greater
HEW leadership and through the process of areawide planning reaching out into the country, there will be a relinquishment of some of the
currently exercised prerogatives of the private sector. I think the sector is willing to give these up to strengthen the program in the future,
both to reduce fragmentation and to improve performance.
On the other hand, there are other things that the private sector
can do under the lash of leadership, under better formulated objectives, rules, and regulation that it is not doing, so that, in effect,
there is not a net loss of function or role.
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Mr. ULLAMAN. Don't you think that ultimately there must be some
concept of areawide planning and coordination in the final answers
to the problem?
Mr. McNERNEY. Yes, and I think areawide planning without question must be considerably strengthened. But, Mr. Ullman, it must
start at the top. We have comprehensive health planning, regional
medical programs, Hill-Burton, small business loans, FA
loans, a
myriad of programs which are, in part, contradictory, if not overlapping. What are the national objectives, how can these be streamlined so that those in the States and those of us in the private sector
know how to play the game?
Then, it seems to me, more money has to be put into it. There are
large areas of the country without any decent planning or staff or
statistics. These gaps must be closed. The weak staffs must be strengthened. Then we must, it seems to me, get to the point of franchising
the right to build or expand an institution so that in the beginning
we cut down on overlap and over the long term we cut out duplication. Blue Cross supports these ideas.
Mr. ULLMAN. Do you agree with the administration's proposal to
pay hospitals under medicare only if a health planning agency has
approved its creation or expansion?
Mr. McNERNEY. I do, and several of our plans, 17, to be exact, are
following that type of procedure now. Fifteen more are imminently to
follow the same procedure.
Mr. ULLMAN. Finally, do you agree with the proponents of H.R.
22 that if a nationwide plan were instituted that the total costs to
society would not be larger than they are today?
Mr. McNERNEY. When the staff of this committee drew up its cost
estimates, which I think was an excellent job, it said that the induced
costs of any proposal could be off as much as 100 percent. I believe
that. I think anybody who says that he can encapsulate this country
in its variety, its variation, its vested interest, and its professionalism,
in a program and predict the cost, certainly is reaching too far. It
cannot be done.
I think that the best course is to institute an accelerated evolution,
trying new programs, evaluating their impact and moving on. One
of the good features of the so-called middle ground proposals is that
they change the system in the right direction without, at the same
time, pretending to encapsulate it in one form.
Mr. ULIM.AN. You would then agree with me that we should proceed in stages in the development of national health insurance and
not jump all the way in at once?
Mr. M NERNEY. I agree to that wholeheartedly. If supply and demand fall out of a proper relationship with one another only one
thing can result. and that is inflation. A bad part of inflation is not
only high cost; the poor are deprived of care as well as having inadequate service to begin with.
Mr. UILJrAN. Thank you.
The CHAIRMAN. Mr. McNerney, before recognizing Mr. Schneebeli,
the cost estimates that are in the committee print were actually prepared by HEWV.

Mr.
The

WcNERNEY.
CHAIRMAN.

You are right.
Mr. Schneebeli.
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Mr. SCIINEEEILI. Thank you. Mr. Chairman.
My question centers around cost estimates. You said on ma, e 25
that'the track record is poor with regard to cost estimates. You say
there have been some foolish claims made. Do you have anythin,, specific in mind, particularly as it pertains to national health insurance,
any claims that you think are very much off the mark?
Mr. McNFRNEY. I think the claims associated with a national fedcrated financing system that, for example, say that if this system had
been in operation this recent year that the bill would have*been considerably less, or that prospectively over the next 3 or 4 years it can
be brought into line quickly, have to be called unrealistic-in terms
of any experience that we have had to date, not only in terms of the
cost experience we have had to date, but in terms of what the current
condition of the delivery system is and its reaction to change.
Mr. SCHN.EnEIA. We certainly can be criticized for the cost on the
so-called medicaid program. That has been a disaster, opt-wise. I was
wondering whether we could have the thoughts of your organization
with regard to the specific cost estimates. You can supply it to the
record if you will, but I think it would be very helpful to the committee because your association has such a definite background and knowledge of this problem. I think one area where we always come to a
rather disastrous end is on the cost estimates.
Mr. MCNERNEY. I would be glad to supply for the. record our comments on the estimates to date. I would caution you that it is going
to be difficult to be definitive, but we will try to evaluate the methods
as well as possible.
One handicap that we would operate under is that to do a good job
we would need the working papers. To date they have not been available, and the question arises whether they are accessible if we are to
respond to your request.
Mr. SCIINTIEELI. Can't you base your estimates on their hypothesis
of what their program is going to be? I should think your estimates
would be most valuable because of the experience your association has
had.
Mr. McNE;1iNExy. All right, we will do our best.
(The material referred to follows:)
COMMENTS ON

HEW COST

STUDY

In July, 1971, the Department of Health, Education, and Welfare released a
supplement to an earlier report titled, "National Health Insurance Proposals Introduced in the 92nd Congress". This supplement dealt with the costs of various
bills introduced before April 30, 1971, and presented a methodology by which
cost can be estimated.
The Blue Cross Association has evaluated the HEW report. It is the most comprehensive study published to date on future health care costs and the cost implications of various national health insurance bills. While useful, it must be
kept in mind that estimating the costs of major health financing l)roposals is extremely complex and difficult. In the BCA -testimony, which is also a part of
this record, it is pointed out that Medicare currently costs twice as much as
projected and Medicaid four times as much.
The study uses as a data base a model of fiscal year 1970 health care costs. The
datta include an acknowledged understatement of the administrative expenses

associated with government health programs. A sizable study would be needed
to estimate -the magnitude of this understatement. However, an assumption used
in the methodology of the HEW study can be applied to this problem. HEW estimated that administrative expenses for new national health programs operated
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by the Federal government would be 7% of benefits paid. Applying this to the 1970
figures, an understatement of government administrative expenses in the range
of $.6 billion to $1.1 billion can be derived. Projected to 1974, this range of administrative expense understatement vould be $1.0 billion to $1.7 billion.
Based on the 1970 model and assuming that no major new health or tax legislation is passed, health care costs in fiscal year 1974 are estimated. The percentage increase in total health expenditures from the 1970 model to the projected 1974 model, approximates that realized in the four years preceeding 1970.
The hospital care, professional services, and drug and appliances trends also
approximate a continuance of these trends from the previous four years. The
resultant $105.4 billion projection for total health expenditures for 1974, hence,
appears to be an appropriate estimate. The more detailed breakdowns of projected
figures contain one particularly questionable component. The $9 billion individual direct payment for hospital care represents alnoit 36% of private
sector hospital care expenses. In line with experience for the past years, this
figure should not be over 30% of private sector hospital payment, or no more
than $7.5 billion.
While the $105.4 billion estimate is reasonable, the validity of this estimate is
subject to certain qualifications. A host of factors, such as broadened private
health insurance coverage and malpractice implications encouraging physicians
to order more services, may tend to increase aggregate health expenditures. On
the other hand, economic controls under "Phase II", and actions which follow,
may tend to curtail national health expenditures. Therefore, it must be recognized that the 1974 estimate, though reasonable, is speculative.
The HEW report also Includes estimates of the costs of individual national
health insurance proposals. With the information available, it is unrealistic to
attempt to judge the accuracy of the cost estimates for each of the individual
proposals. In the methodology section of the report, the principles used to estimate costs are set out. However, the mechanics of the estimates are not Included. Without these data, we cannot evaluate accurately either the total cost
estimate for each proposal or the relationships of the estimates.
Because the HEW cost estimates are highly speculative, HEW is to be commended for strongly qualifying their estimates. We make particular note of three
aspects requiring particular emphasis. First, the total cost implications of a national health insurance scheme which is truly universal and comprehensive are
highly unpredictable. Second, the range of possible error is amplified for those
programs which rely heavily on government financing and administration, introducing the "free good" psychology. Finally, whatever significance we attach
to the comparative estimates for 1974, implications for years beyond that date are
highly debatable. As the supply of health resources expands and as benefticary
awareness of programs increases, past experience indicates that demand for
medical care services may prove to be highly elastic, challenging the effectiveness
of the controls and incentives being developed to improve the efficiency and effectiveness of our health financing and delivery system.

The

CHAIRMA-.

Are there any further questions?

Mr. CORMAN. Mr. Chairman.

The CHAIRMAN. Mr. Corman.
Mr. CORMAN. Thank you, Mr. Chairman.
Mr. McNerney, it seems to me that we always get down to an irresistable force and immovable object. How do you feel about compulsory
health insurance for any segment of our society?
Mr. McNERNEY. I think that the schemes that depend upon the employee or the unemployed voluntarily joining are too weak, that we
must devise a way of assuring that all participate. This can be done,
I think, through a strong medicare program, one such as FHIP, that
takes into account the transition from low income to middle income
and a mandated program. However, under the present administration's bill. I don't like the exclusions that are in that pattern, I think,
for example, under FHIP, all categories, regardless of whether there
are children in the family or there is a marriage, should be included.
Mr. SCHNEEBELI.

Are you referring to the poor or across the board?
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Mr. McNERNEY. The FH-IP program, which currently, under the
administration proposal, is confined to families with children, should
be expanded to include all persons under the income level cited.
Mr. Cor.N.
Did I understand you to say that you believed that we
had to move toward compulsory health insurance for people with an
average income ? You say that the voluntary systems are too weak.
Mr. McNERNFY. I think in order to bring people on board we must
have FHIP type program and a mandated program for employeremployee groups.
Mr. Conwr.x. If we are going to compel people to buy something,
are we obligated to decide how much it is going to cost?
Mr. MCNERNEY. I think, incidentally, under a mandated program,
there would be some flexibility involved leaving the consumer some,
I hope, meaningful options. But, I think the Congress does have to
decide, in direct answer to your question, how much it is able to spend
at anly given moment. The reason that that decision becomes so
critical is that there are many other services which affe% the health
of the population on a par with health services. I think we all know
this. In England, for example, there is still a large disparity in the
health of the newborn between the lowest and upper economic classes,
even though there is a full health program and a full supporting
social income program. Therefore, this body, and no other body can
better address this issue, must very critically decide how much goes
toward housing, toward income, toward education, as well as toward
health. There is a finite limit on each of the categories.
Mr. CORMAN. Yes, sir. I wouldn't want this bill to get too big. I am
still trying to get you to tell me whether or not the Congress ought
to fix the fees of doctors. If we are going to compel some people in
our society to buy health insurance, are we going to tell the doctors
and hospitals how much they can charge for their services? That is
the problem, it seems to me.
Mr. MCNERNEY. I think that any program under a national health
insurance bill should stipulate how institutions and participating
physicians are paid.
I agree with you that a very critical element is how the physician
is paid. There is no one best way, but the variations, whether per
capita increase in fees related to an index in the growth of the economy, must take into account the ability of the country to afford them.
Mr. COR AfN. That is why it seems to me so difficult to meet your
criteria that we have to get a plan acceptable to providers because I
cfanot imagine that the system is going to be acceptable to providers
if they are going to be told that there will be Government regulation
of their fee. On the other hand, if we are going to compel a substantial
number of the American people to buy something, it seems to me we
have to tell them what it is they are getting, unless you regulate fees
and all you do is leave the doctor in a position to surcharge whatever
the traffic will bear.
Mr. MCNERNEY. I think that the physicians in this country expect
that there will be more incentive and control exercised in regard to
how they are paid. I do think that how it happens will have somethinr to do with the number who go into the profession, whether they
stay in critical areas like primary care or get out into education,
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research, or retire, and that is a tricky balance. It does involve not
only protection of the consumer but their professional satisfaction.
In my own view, the way to get at that is to leave options of how
payment is made. Interestingly enough, in one of the low countries
the physicians are on per capita and they want to stay on it, and the
population is anxious to get them off it onto piece rate or fee for
service because they feel .they are lazing it under per. capita. It makes
the point that at any given moment in time there is no one way to
do it right. The only way to validate a method of payment is to
contrast it with another method.
The key, in my own opinion, is to seek ways which relate how providers and professionals are paid to the overall index of the growth of
wages and earnings in the economy so that the amount does not exceed
the capacity of the tax base or the employer and employee negotiated
amount to pay for that service. Another element, of course, is to pitch
the method of payment toward the use of ambulatory services as opposed to inpatient services. To pay a man for surgery at an extraordinary premium when the incidence of surgery is directly related to the
incidence of surgeons, as opposed to paying more liberally for ambulatory care, is another example of how we can effect improvement by
the design of the payment system department.
Mr. CORMAN. It sounds to me as if you are getting close to supporting H.R. 22 because you want us to be comprehensive, and you want us
to keep a variety of methods of compensation, and yet you concede
that we have to have some kind of regulation on the compensation.
Mr. McNRN&Y. I think the objectives of most of these bills, Mr.
Corman, are undeniably similar, but having given this a great deal of
thought, I think it would be unwise to promise to the American public
that such a professionally vital system could, in fact, be harnessed so
rigidly within a large-I understand monolithic is now an unfashionable term-such a large well-structured force.
Mr. CORMAN. Wel , we talked about monolithic the other day. It
seemed to me that what we meant was that it would be available to
everybody. That is the only thing I see about H.R. 22 that is monolithic. Within that system we have a lot of different types of ways to
practice medicine and be compensated for it. Would you change the
administration's bill so that employees would have to take the coverage
offered 'by the employer?
Mr. MINFRNEY. AS I understand, the administration's bill under the
employed program, there is a basic set of benefits, and that would bc.
the starting point. From there, what the employee would have to take
would be, it seems to me, subject as it is now, to negotiation between
employees and employers. The basic bill of the administration is far
less than some of the currently negotiated programs.
Again, in my own view, if it were a strong basic program, unqualified by a myriad of deductibles and copayments, it would have the
impact that life insurance did after World War II. It would stimulate
the growth of supplementary coverage, but, again, through a negotiated process related to the assets and the delivery capabilities of the
area in which the group lived.
IA.
Mr. CORMAN. Thank you.

The CHAIRMAN. Are there any further questions?
Mr. GIBBONS. Yes, sir.
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The CIIAIRMAN. Mr. Gibbons.

Mr.

GIBBONS.

Which one of these programs do you like best now?

Mr. McNERNEY. Well, I have said that I would like something in the

middle ground as opposed to either extreme. I guess if you asked me
what I would like best, it would be a program that involved a strengthened medicare, a FIIIP program, or something like it, that included
all under given income limits, not confined to the family with children,
a mandated program built off a strong service basic type program,
quite importantly, explicit goals with a strong leadership role from
HEW, and regulation of the system, both the carriers, who would be
involved, and we have too many, too many weak ones, and regulation
of those who participate under the system through a strengthened areawide planning. Those would be the general dimensions of it.
Mr. GIuBoNs. Back on page 42 of your statement,, what do you mean
by artificial professionalism ?
Mr. McNERNEY. I make that point largely in regard to the manpower issue. I think that we have gotten to the point in this country
where a great deal of our shortages, so called, of physicians and other
prime skills relate to the, fact that we have too much specialization and
too much preoccupation with professionalism. When you get up to 200
skills in a hospital, one imitating the other in terms of certificates and
diplomas and the rest of it, it becomes almost impossible to move them
together in a productive application to patient care.
Mr. GimBoxs. I agree with you. How are we going to get rid of them?
Mr. MCNEiRNEY. I think part of it is licensure. I think licensure is
now the captive of the people being licensed so that they perpetuate
what started. One of the things I would do is to move licensure at the
State level, perhaps through minimum Federal standards, to the extent
that professionals participate under Federal programs, move it toward
consumer representation on the various licensing boards.
Mr. GInBONS. You mean you want the Federal Government to get
involved in licensure, is that right?
Mr. McNTNEY. Yes.
Mr. GIBBONS. With minimum guidelines.
Mr. McNERNEY. Yes.
Mr. GIBBONS. You want consumers on that guideline panel?
Mr. McNERNEY. Yes; and I also want them on the licensure panels.
Mr. GImoNS. That makes sense. How about the regulation of carriers
now? Where do you think we ought to carry that on?
Mr. McNERNEY. In regard to carriers, the regulation is uneven
around the country. Some of it is distinguished. An example at the
moment would be'how we are being regulated in the Philadelphia
area. Some of it is very weak, indeed. It varies whether you are under
one act at the State level, such as we are, or another. I think that the
Federal Government in regard to all participating carriers under
Federal programs should lay down minimum standards which the
States would have to implement in judging those who participate and
urge the States to go beyond those staiidards. Also, the Federal Government should move into any State where those minimum standards
had not been met and apply them directly.
Mr. GIBBONS. In your opinion, what are the best regulated States?
Mr. MC, NTNFY. I would sav that as far as we are concerned now
New York and the Philadelphia area are very strong, by providing the
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type of leadership. I don't mean to denigrate the other States, but, at
the moment, they stand out.
Mr. GI1BONS. Thank you, Mr. Chairman.
The CHAIRMAN.

Are there any further questions?

Mr. CARBY. Mr. Chairman.
The ChAIRMAN. Mr. Carey.
Mr. CAREY. Thank you, Mr. Chairman.
From my understanding, the administration bill would require you
to offer policies to employers which contained deductibles and coinsurance. Do you favor that?
Mr. McNERNEY. In regard to the administration bill, sir?
Mr. CAREY. Yes. As it is now constituted, it would require your
policies to contain deductibles and coinsurance. What is your attitude
about that?
Mr. McNERNEY. I don't like the deductible-coinsurance design of
the administration proposal.
First of all, I think that the deductible should have a very selective
use, not to the hospital or allied institutions, not to the physician for
his services, particularly his preventive ambulatory services.
Mr. CAREY. You say a highly selective use, then you rule out the
hospital, the phys-ician, and the ambulatory services. Where would
you apply it?
Mr. McNERNEY. I think I would apply it to small, repetitive types
of services where the administration of the benefit would cost more
than the benefit itself. It could be conceivable under certain drug
situations that you would apply it.
Mr. CAREY. You mean we could devise legislation that would require
you to put the repetitive type high service cost deductible in, and you
would agree to that?
Mr. McNERNEY. I would say repetitive and low-cost elements might
go there, where the cost of administration would exceed the cost of
the benefit.
Mr. CAREY. What kind of a deductible figure?
Mr. McNERNEY. That should be small, let's say $25.
The copayment is a device which again, I think, should be used
with selectivity. For example, under the FHIP program, the amount
of money that could accumulate under those payments exceeds the
capacity of the income groups involved to pay or the bill; $5,000
would hardly be a reasonable limit.
I
Copayment, on the other hand, used with moderation, is certainly
easier for the patient to understand, for the provider to understand,
and for the carrier to keep track of in the administration of the benefits. But, in my own view, with reference to the administration's proposal, I would rather see a basic program under MIHIP for all of the
income classifications less qualified by deductibles and copayment
than this one is.
I will be glad to submit for the record what we think would be a
better set of benefits.
(The material referred to follows:)
BENEFIT PACKAGE

The following benefits would be a workable basic package in a mandated or
FHIP-type program. The benefits are founded on existing patterns and would be
acceptable to a cross-section of providers, carriers, and consumers.
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1. Ninety days hospital semi-private care with appropriate physician services.
2. Outpatient hospital diagnostic X-ray and laboratory services; emergency
accident care and minor surgery; radiation and physical therapy.
3. Physician services, with some copayment for each visit, in th-- office, a clinic,
or outpatient services; diagnostic X-ray and laboratory services; emergency
accident care and minor surgery; radiation and physical therapy.
4. Maternity benefit up to a dollar maximum.
5. Home care initiated shortly after hospitalization for some maximum in any
12-month period.
6. Psychiatric benefits present a special problem because of the extent to
which they are presently provided through institutions largely financed by state
and local tax funds. Hence, all the issues of revenue sharing are involved in
this benefit design. However, Blue Cross feels that inpatient and outpatient
benefits should be worked out.
NoTE.-Optional additional benefits may be offered. Limitations and exclusions could be spelled out, e.g.: Custodial care, cosmetic surgery.

Mr. CAREY. For now, could you give us what you think a reasonable
copaynent figure would be?
Mr. McNERNEY. For the hospital, I would not have it. For the

physician, I might have something like $2 per visit, but again, if the
chairman would like, or you would like, Mr. Carey, I would be willing to submit more ideas in this regard for the record.
Mr. CAREY. I would like to have them, at least.
The CHAIRMAN. Without objection.
(The information referred to follows:)
DEDUCTIBLE, COPAYMENTS,

AND COINSURANCE

Several of the proposals currently before the Committee include cost sharing
provisions-deductibles, copayments, and/or coin surance-in their benefit structures. Obviously, such provisions transfer program costs from the tbird party
payer to the individual receiving "insured" services. However, some bill sponsors suggest cost sharing as a means of controlling over-utilization of insured
services. By eliminating cost sharing requirements from certain benefits (e.g.,
maternity and well-child care in the Family Health Insurance Plan) these
sponsors implicitly acknowledge that cost sharing provisions can act as a deterrent to seeking needed health care.
Conventional economic theory suggests that an insured individual will exercise more restraint in purchasing medical care if he must share in the cost
of that care rather than being insured in full. By this reasoning, a deductible
will inhibit the insured individual's Initial demand for care up to the point at
which incurred expenses meet the deductible. A copayment provision will constrain
the individual's total demand for care and, dependent on the nature of the
copayment, may effect the pattern of medical services utilized. Coinsurance will
encourage the individual to seek the least expensive modes of medical care
available so as to minimize his out-of-pocket expense.
Arguments against the use of cost sharing provisions include medical, economic, and social considerations. If costs sharing reduces the utilization of
the health care services, the possibility exists that medically necessary care
will be foregone. Short range savings may be offset by long range costs. Here,
some long range costs may not be reflected in medical expenditures but"may be
hidden in morbidity and mortality rates. The deterrent effect of cost sharing
would have an inverse relationship to income. This is a matter of equity, and
the implications are amplified by the enhanced ability of higher income individuals to fill cost sharing "gaps" with additional health insurance purchases.
Studies regarding the effect of cost sharing provisions on health care utilization have been inconclusive. No study of cost sharing implications has demonstrated a sustained effect on utilization over time. On the other hand, sufficient
evidence suggests that large cost sharing by insured individuals will restrict
their use of health care services. However, nominal cost sharing payments will
often not be collected by providers and will be mainly an annoyance to consumers.
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In view of this evidence, extensive use of cost sharing provisions represents
an imperfect answer to the issue of controlling overutilization. These provisions strike an unknown balance, with unpredictable consequences, between
utilization control and impact on health status. If appropriate use of health
services is to be obtained, other more direct methods should be utilized. The
use of deductibles should be limited -to just high volume, low cost items wherein
the cost of administering the benefit is excessive relative to the cost of the benefit.
Similarly, copayment and coinsurance provisions should only be used selectively
and with careful attention to consumer and provider understanding and administrative feasibility.

Mr. CAREY. Let me ask you on the review of utilization, and particularly with regard to the review of reimbursement, administration
HEW auditors, found, when reviewing the State of Connecticut on a

sampling, that 84 paid cases involving in-hospital stays showed 12

should have been treated on an outpatient basis and an additional 14
cases of inpatient care had a longer hospital stay than was deemed

necessary. In view of this and some other cases of poor claim review
practiceby intermediaries, tell us why the participation of your industry in FHIP is the soundest approach.
Mr. McNERNEY. There is no question that there are people in hospitals who should not be there, and there is further no question that
some are staying too long. The amount of it varies by section of tho
country.
I want. to draw a quick reference to the previous question. I don't
think a deductible will affect that configuration markedly except to
the extent it might deter the poor from going in the first place.
I think we have to rely on professional standards in participation.
Some of the problem relates to the fact that the alternatives are bad.
Where is the nursing home to which you discharge the patient, where
is the ambulatory facility that you use for diagnostic purposes?
Some of the problem is that we have not yet perfected standards
of care through medical staff organization that can evaluate the proper
use of the institution. Part of it is that the carrier could be perhaps
more energetic in his pursuit. But it is a multilateral problem again.
It involves the necessity of building HMO's, getting more extended
care facilities to take the heat off the hospital. It involves stronger
participation.by hospitals in the process of utilization review, as well
as carrier review.

So that I would resist coming back to the financing mechanism,
whether it is the carrier or whatever, as the way either to get all of
the changes made or to center all the blame.
Mr. CAREY. If I get it straight, you are suggesting no new mechanism
in legislation with regard to improving review procedures or utilization, but simply continuing to build HMO's and tightening up on
practices and, by audit, pointing up the sore points and waiting for the
industry and the hospital and the carriers to get together and straighten
things out.
Mr. McNERNEY. No. I am fully in accord with a provision to be
included in any national health legislation that would bear in on
utilization review.
There is a continuum from peer review by areawide groups of
physicians through utilization review in the hospital, through utilization review by the carrier, down to claims administration, that must
be vastly improved, and I support fully that legislation which seeks
to improve that continuum.
70-174 0 - 72 - pt, 5 --- 5
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Mr. CAREY. Let's pinpoint this. I am told that a recent review, as
a matter of fact in June of 1970, of practices in the Commonwealth
of Puerto Rico showed that lack of adequate review procedures resulted in the payment of $647,000 for services which were not determined necessary were allowed for reimbursement under medicare.
How are we going to improve something like that?
Mr. McNERNEY. Having been in Puerto Rico once or twice, I have
to say to you that it is going to take some time to institute the utilization review that you and I want there, because the evolution of both
practice and hospitals is not quite vet to the state we are at. There is
less acceptance or understanding of the idea.
That does not mean we don't have to work hard at it, but I would
use the same principles.
Mr. CAREY. I don't want the Commonwealth of Puerto Rico to be
scapegoat here. I think it is equally as sophisticated as many of our
States.
I don't think that is a good answer, that because you have been to
Puerto Rico a few times you feel that we have a colony down there that
is unique.
What I am talking about is that claims review procedures handled
by Blue Cross in Puerto Rico, not necessarily by Puerto Ricans, resalted in payment for services not necessary. That is not an especially
unique situation. It happened to be in Puerto Rico. I am not going to
blame it on the Commonwealth down there.
This is a carrier. I would like to have an estimate from you as to
how many Puerto Ricans are employed by Blue Cross in that review
procedure down there.
Mr. MCNERNEY. I don't know the answer to that, but I can supply
it for the record if you would like.
(The information referred to follows:)
PUERTO Rico BLUE CROSS

The Blue Cross Plan in Puerto Rico employs approximately 200 persons; all
but two are Puerto Ricans, In the utilization review process, two people are
employed and both are Puerto Ricans.
The reference to a $647,000 overpayment by the Blue Cross Plan is misleading.
What actually happened was that HEW took a sample of 113 Medicare claims
(out of a total of 14,000) and found only 35 deficient, most of them on technicalities. In only eight instances was the level of care questioned because the
stay was not reviewed by a utilization review committee. Thus, the projection
to $647,000 for 14,000 cases was based on a sample of eight claims--too small a
number to be an accurate indicator.
Mr. CAREY. I think you ought to qeer away from the fact that be-

cause it was in Puerto Rico it would happen there and nowhere else.
Mr. McNERNEY. I didn't mean to imply that the Commonwealth
was involved. I was talking about the health community, with which
we are working very hard, I might add.
Mr. CAREY. It seems to me that if we let the system go on as it is
without something more than you suggested here, we could properly
be accused of not tightening up a loose and lax system which is not
providing care to the patients.
Mr. McNERNEY. In making my presentation, when I got to the sec.tion on controls, I skipped over moA of that deliberately. I think when
you have had an opportunity to look into that section of the presenta-
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tion, you will find a full endorsement, not only of some of the things
we have talked about but other things as well, such as the need to
spend money on research and development, better incentives, reimbursement.

A very critical control, I believe is visibility, making people in the

field, car riers and providers, publish at the end of the year the results
of their yearly performance, with all the facts. That has a very
salubrious impact on use, and performance as well.
W11hat I am saying is that there is listed in this testimony, which I
submitted but did not read, a host of items such as that.
Mr. CARFY. I look forward to looking at that.
I yield to my colleague from Florida.
Mr. GIBBONS. I hadn't planned to ask this question, because it seems
small and petty. I only ask it because I want to find out how something like this can happen and what perhaps we ought to do in Congress here to straighten it out. I am reading from an audit report. It

says it is a "program validation review"-I guess that is a long word
for an audit.

It talks about the La.nsing General Hospital in Lansing, Mich. It

says, in effect, that Blue Cross paid Larry Cushions Sporting Goods
$126.10 for some bowling shirts and lettering. How in the world do

we pay those kinds of bills? Is that really what this thing is all about?
I realize it is small and petty, but how do these, things occur?

Mr. McNERNEY. I would like to say it was occupational therapy, but
I really don't know what the answer is. I don't mean that to make light
of the question. I am not familiar with that.
Mr. GIBBONS. It might have been occupational therapy. Apparently

the auditors didn't think so.
Mr. McNERNEY. We do, " an ordinary practice, audit the costs
which we pay quite energetically. I have no good explanation for that.
I would be glad to look into it for you.
(The information to be supplied followss)
The Blue Cross Association and its member Plans conduct an intensive review
of Medicare provider reported costs and audit these costs against the applicable
regulations governing reimbursement under the Medicare program. As indicated
on page vi of Appendix II of my testmony this review and auditing resulted In a
cost settlement adjustment for'the Medicare program of approximately $50 million in FY 1971.
Supplemental 'to these responsibilities of the intermediary, the Social Security
Administration carries on a program validation review activity designed to identify potential areas of program abuse. A Program Validation Review was conducted at Lansing General Hospital during the period May 17-21, 1971. One of the

findings reported by the Review Team was that "the accounts payable records
of the Lansing General Hospital revealed a paid invoice from the Larry Cushions
Sporting Goods Company for bowling shirts and lettering, amounting to $126.10
and charged to a miscellaneous administrative account in April of 1971. Also
charged to the same account in April 1971 was $1,819.51 for expense incurred
attending an osteopathic convention in Las Vegas, Nevada for several members
of the staff and their wives."
The costs identified by the Program Validation Review Team are costs incurred for which a cost report will not be received by Blue Cross until early 1972.
The Validation Review Team's findings will be subject to an audit by the providers own public accounting firm prior to the preparation of its Medicare cost
report. This cost report will again be examined by Blue Cross upon receipt and
will then be further subjected to an on-site evaluation of the various accounts in
support of the claimed administrative cost. As In all audits under the Medicare
program these costs are subject to adjustmentand disallowance based upon the
applicable regulations governing reasonable costs under the Medicare program.
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To the point, Blue Cross has not paid the bills under question and will not if
they do not meet regulations.

Mr. GIBBONS. Do we pay hospitals for sending people off to conventions-you as an intermediary and we as a Government?
Mr. McNERNEY. Blue Cross will pay hospitals for expenses such as
attendance at meetings that the medical staff would i)articinate in. educational conferences, upgrading of personnel, anything that could be
construed to improve patient care, but there is some travel obviously
involved in that.
Travel that cannot be related to good patient care or education or
research related to patient care is not covered either by Blue Cross or by
medicare.
Mr. GIBBONS. I don't think in the Government we ought to be subsid;v;nmv thee eonventions. There are too many of them.
This case refers to $1,819.51 to go to a convention out at Las Vegas,
to which they apparently took their wives. I don't think we ought
to be pavinfr bills that are not directly related to the patients' health.
Mr. MCNERNEY. Well, I agree with you that "what meeting" "for
what purpose" should be subjected to review. On the other hand, it is
true that there are a fair number of professional conferences, skill
conferences, technical learning conferences, that do pay off as far as
the institution is concerned and as far as the physician is concerned.
The differentiation is the trick here, and I think we are getting better
at it.
Mr. GIBBONS. Thank you.
The CHAIRMAN. Are -youthrough, Mr. Carey?
Mr. CAREY. Yes; thank you, Mr. Chairman.
The CHAIRMAN. Are there any further questions?

Mr. Waggonner?
Mr. WAGaONNEwR. Thank you, Mr. Chairman.

Mr. McNerney, at page 9 of your statement, in talking about criteria,
you say, "the program should prevent financial hardship for individuals and families."
I would like for you to tell me a little bit more about what you mean
there. Are you talking only about catastrophic illness or just taking
the position that the people who are the recipients of whatever medical
care is provided should never make any sacrifice?
I would like for you to tell me how the hardship only to the taxpayer fits into this. I would like for you to tell me how this hardship
applies to the payer of the insurance premium that you collect.
Mr. MCNERNEY. This is on page 9?
Mr. WAGOONNER. Yes, sir; your first criterion on page 9.

Mr. McNERNEY. That it should prevent financial hardship.
Mr. WAGGONNER. Yes, sir.

Mr. McNERNEY. I think there is no question that preventing financial
hardship for a family has to be an objective. I have made the point
previously that resource allocation or the fact of limited resources
posed us with an extremely complex problem. How much to put into
health versus how much to put into housing and income maintenance
are very difficult decisions in themselves within the health field. I think
what I am saying is this: that the ill patient, of all those who put up
the money in first place, whether they are taxpayers or members of
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Blue Cross, is often in the worst position of all to exercise control over
the system.
If he is sick, he wants care. If he is sick enough, he has to get care. To
expect him at the point of illness to be critical about the hospital,
whether it is a duplication of another hospital, to be critical about the
doctor, whether lie has had adequate training and how lie has been
trained, is a bit unrealistic. So that leaning on him at the point of illness is less effective than exercising some program initiatives on behalf
of and by the people who pay the premiums, in a well status, who are,
in concert, in a much better position.
This is where you get negotiations with the hospital, how much they
should be paid. it is at tis point that you get tough aboiit areawide
planning, should the hospital exist in the first place? It is at that point
that you negotiate with the physician that his fees should be reasonable.
What I am saying is that I agree with the need for discipline. I oppose making too much of it by and of the patient when lie is ill.
Mr. WAGGONINER. I don't take your statement, ii your prepared statement, to mean this at all. You say, 'the program should prevent
financial hardship for individuals and families." This is a before-illness proposition, it seems to me, to a point, because you are talking
about an insurance program that is probably paid for by the employer
and the employee.
I would just like for you to tell me how you can provide catastrophic
medical care or preventive medical care or any other sort of medical
care that doesn't involve some sort of financial sacrifice and provide
some sort of hardship for the man who pays that insurance premium.
Mr. MCNERNEY. Mr. Waggonner, I think that there is, generally,
some hardship involved even in middle- and upper-class families when
the illness gets large enough. It hasn't been done away with, but I
would point out our experience in the market is that the larger industries, which tend to be the leadership industries, are now into very
comprehensive benefit packages.
We pay bills of $40,000; $50,000; $60,000 a family-$70,000 a family
under some of our better contracts.
The obverse of that, that the family had to pay a significant part
of that, is exactly what we are trying to do away with. We are already
there inthe market. It has stood the test of the priorities of our industries, of our employers, of our employees. So that the principle is establislied. If there is a disparity, it is between those larger, wealthier
industries and the smaller ones.
The idea of the mandated program, of course, is to stimulate the
interest of the smaller ones in that some process and, in the process,
make the competition equal, so that none is disadvantaged in participating.
I think the American public has made it clear, through the better
private programs, that, either because of a burn case, an extraordinary
accident to a family in a car, or other very heart-rending situations
like that, they don't want to leave the individual or family with huge
expenses that ruin the family.
It is a relative thing, to be sure.
Mr. WAGGONNER. Let's continue on page 9 with your criteria. The
last one on page 9 says:
Programs involved under national health insurance should be easy to administer and not bound by complex procedures and regulations. These are costly
and demoralizing.
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Pay particular attention to this next sentence:
Implied is decentralized decision-making
payment of providers, where feasible.

regarding provision of care and

Then jump to paragraph 3, where you are talking about degree of
pluralism, and make the statement: "We have too much fragmentation of both at present."
How do you reconcile those two statements, that, on the one hand,
we have too much fragmentation, and on the other hand, we don't?
The way I read those two statements, you are at both ends of the.
spectrum.
Mr. McNERNEY. I would make this differentiation: Current fragmentation is excessive in amount, whether one is talking about the
number and variety of institutions or whether one is talking about
how manpower is used.
My intent here is to bring that under greater and more cohesive
leadership. Now, in doing it, you can go to the opposite extreme. We
need fewer carriers in the health field because we have some that are
unproductive. Let's face it. We need fewer hospitals in some sections
of the country. We need a greater working relationship between those
hospitals and others, but that is not to say that we need a unitary
financing or at unitary delivery system, which is a danger on the other
side.
I see, when I say "a moderate pluralism," the need to come down on
the fragmentation subjected to greater leadership and regulation, but
not for the process to backfire into a bureaucracy.
Mr. WAGGONNER. You have just said we need two things, more leadership and more regulation. Who do you suggest should provide the
leadership and the regulation, the private sector or the Government?
Mr. McNFRNEY. I think the essential leadership of a national health
insurance program has to come from the Government, and most s)ecifically, HEW. I have made some indications in here on how I think that
should come about, and I would be glad to elaborate on them for the
record, although there is a reference here (written testimony).
(The information to be supplied follows :)
MANAGEMENT

OF THE DEPARTMENT OF HEALTH,

EDUCATION,

AND WELFARE

The Report of the Task Force on Medicaid and Related Programs released In
June, 1970, contained a chapter on "M~anagement of Health Activities". This Task
Force was chaired by Walter J. McNerney, President of Blue Cross Association.
The following excerpt from the Report (pages 53-61) is directed at the structure
and leadership of the Department of Health, Education, and Welfare.
DEPARTMENTAL

STRUCTURE AND LEADERSHIP

Somewhere between the extremes of Adam Smith's "invisible hand" and a
monolithic governmental health-care system is an imposition of logical structure
by Government on the health system. The structure may be defined through a
variety of methods designed to impose boundaries to protect the public, motivate
positive action to respond to gaps and changing conditions, and generally rationalize the behavior and decisions of powerful and independent providers as well as

consumers of care.
The Federal Government's role in health has increased substantially in recent
years. The Bureau of the Budget predicts that Federal expenditures will be
nearly 30 percent of all health expenditures in fiscal year 1970. In 1971, Federal
expenditures for health will exceed $20 billion, compared to Federal expenditures
of $5.5 billion in 1966, which represented only 13 percent of all health
expenditures.
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The Federal role in health is thus becoming a massive one and the focal point
of issues, as well as expectations, is the Department of Health, Education, and
Welfare. But the expansion in the Federal role is still so recent that the various
activities have not yet been effectively coordinated to encourage orderly, as well
as rapid, resolution of major policy development for the total system. Several of
HEW's largest health programs are unrelated organizationally as a result of
major differences in operating bases, legislative intent and financing. Nevertheless, they are functionally interrelated and interdependent insofar as they serve
overlapping populations and in many cases use )rivate health services. To achieve
effective planning in capital investment and manpower development, to use 1purchasing power to stimulate and support innovations in the health-delivery systemn, and to avoid duplication and counter-productive use of resources, HEW
must now undertake further steps to ensure consistent leadership and coordination over the health policy of all )epartmental programs, even though they operate necessarily in different constituent agencies.
It is the responsibility of the Assistant Secretary for Health and Scientific
Affairs (ASHSA) to ensure proper coordination of health policy over these activities. However, ASHSA has not yet been adequately staffed to plan and coordinate
the use of total health resources in order to achieve those Departmental or legislative health objectives which have been enunciated. Progress toward this end is
being made. Nevertheless, the Task Force believes that deliberate efforts must
continue to build an effective healith-policy-planning capability overriding all
related programs that Invest in, conduct research in, finance and provide health
care. To achieve coordination, there must be greater initiative and more clearly
adequate capacity on the part of ASHSA.
The Federalleadership role in the field of health must be redefined as responsibility for developing, financing, influencing, evaluating, and regulating an efficient and responsive health system. This clearly suggests a sharp focusing on the
health system as a whole rather than a concern with selected pieces of It.
The change in role desired represents a substantial departure from traditional
HEW activities. It foresees a "governing" role concentrating on setting goals
and objectives, establishing policy, fashioning the incentive, checks and balances,
firmly protecting the public interest, and evaluating results. It may presage less
extensive Federal operation of programs, with extensive decentralization of
operating responsibility. Recent examples include the Health Maintenance Organization proposal and voucher payment under consideration in day care and
education. In these cases, goals, policies and standards are established by Government, while consumer-purchasing power is use( to stimulate the responsiveness of institutions providing services. This approach is recommended because
it offers a useful framework for setting national health goals, and for preserving and strengthening the essential health aspects of our pluralistic system.
To carry out the new Federal leadership role in health, the health component
of HEWV should be restructured to strengthen the capability and line authority
of health leadership. This restructuring should have the following features:
(a) An Under Secretary for Health and Scientific Affairs (HSA) who has
management inclination and skills and a broad knowledge of the health field,
not necessarily an M.D.,
(b) A deputy who is a career civil servant with extensive background in health
administration in a public adminfstration setting (not necessarily Federal) in
order to provide continuity,
(c) Major executive agencies headed by Assistant Secretaries in: Scientific
Affairs (NIH), Health Scriices Systems and Rcsources (HSMHA), Consumer
Protection, Environmental Quality, and Management and Budget, and
(d) A Health.Systems Analysis and Planning Staff in the Office of the Under
Secretary (lISA), which 'would serve as the motive force for goals setting, analysis, planning and evaluation and also may serve as staff for a National Council
of Health Advisors.
This restructuring and strengthening of HEW health capabilitity is an essential step toward effective leadership in all Federal health activities. The historic
lack of strong Federal health leadership has deep roots in tradition, in the
highly specific involvement of Congress in the details of health programs, in the
dispersion of health activities throughout the Executive Branch, and in the very
nature of the health system. To move In more constructive directions will require
a strong and well-informed leadership group armed with sound data, well-developed plans and strong internal control over its component agencies.
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Establishing a Health Systems Analysis and Planning Staff is a fundamental
and essential step to strengthened health leadership. We frequently talk of the
health "system," but there is little known about how this system functions, how
its various components relate to one another, and how changing conditions might
affect the overall behavior of the system. Moreover, we have made only partial
progress towards measuring the status of our health system, and the measures
that exist usually center around gross measures of health status rather than
cost, accessibility, and quality of care. The result is extreme difficulty of projecting the impact of various means of intervening in the system, a circumstance
which further contributes to the patchwork process of Federal leadership.
The proposed staff should consist of highly qualified personnel, supported by
independent research conducted by universities and other institutions. It would
serve as the principal analytical arm of the Under Secretary (HSA) ; play a
major role in the planning, development and coordination of health-services
policies and In evaluation of performance of HEW health programs; and serve
as a focal )oint of Federal health-planning expertise.
This function will exist concurrently with, and be distinguished from, the overall planning and evaluation functions of the Assistant Secretary for Planning
and Evaluation. Just as each constituent agency must be equipped to plan and
evaluate performances in relation to goals at the program level, so the Secretary-through the latter office-assures himself of an independent capability for
broad resource planning and evaluation free of individual program biases.
The Task Force considered and rejected the idea of establishing a separate
Federal Department of Health. There seem to be two principal arguments for
such a proposal-the need to coordinate all Federal health programs under a single cabinet-level officer, and the additional attention that would be afforded
health issues under a director of cabinet rank. While recognizing the merit of
these arguments, we believe that on balance a separate department would be
inadvisable for three major reasons:
1. A separate Department of Health would be a prime target for "capture" by
powerful special-interest groups. Struggles over key appointments in the health
field attest to the stakes involved. As part of a larger agency, health activities
are frequently subjected to close scrutiny and countervailing forces, which can
act as a shield against powerful interest groups. Many mayors and governors,
recognizing this problem, are integrating their Health Departments into multifunctional agencies.
2. Health programs are deeply affected by activities of other HEW programs,
e.g., income maintenance, education, and social welfare services. A separate
health department would probably make coordination among such programs more
difficult.
3. Many Federal health programs in other agencies belong where they are
located-as, for example, in the Armed Forces and Veterans Administration.
Transfer of such programs might be less effective than it would be to offer the
senior Federal health officer an opportunity to influence all Federal health policy.
In any case, the real influence of the Federal health chief is more likely to depend
on the credibility, capability and strength of his operation than on his title.
Establishing a strong leadership group in the health portion of HEW will not
be a quick or easy task; nor will it be accomplished by structural changes alone,
for reorganization often gives ithe appearance of virtue while the agency continues to sin without peril. Rather, it will require a combination of actions-all
of which are required-which we deal with in our recommendations and discussions.
There is an urgent need to establi8h a National Counol of Health Advisers
responsible for assessing the Nation's health status and the status of the health
system, for generating national health goals, and for outlining objectives for all
Federal health programs. The Council would consist of a small number (5 to 7
members) of people broadly representativeand highly qualified, having a public
point of view, and appointed by the President for fixed, staggered terms. The
Council should report to the Secretary of HEW, would have a direct working
relationship with the proposed Domestic Council or its equivalent, and would
make an annualreport to the Nation.
The combination of the National Council of Health Advisors and its supporting staff would create, for the first time, a Federal-level capability to assess
and generate national health goals. The absence of such an analytical and policygenerating capability has been one of the salient weaknesses in Federal heal'
leadership. The health field is extremely complex, and while there has been
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considerable research about pieces of the system, there has been virtually no
systematic effort to pull it together as a basis for setting goals, assessing alternative operating, investment and financial strategies, and taking stock of where
we are.
While the need for a high-powered policy Council for health is widely acclaimed, our proposal differs from some others in that we do not advocate its
location in the White House but rather suggest that the Council's function is so
critical to effective leadership of the Nation's general health programs located
in HEW that it be placed in the closest )roximity to the Federal Government's
chief health officer.
Through the vehicle of an annual report to the Nation, the Council would
have direct access to public opinion with the opportunity to make a case for
allocation of national resources to health activities. Moreover, with its broa,
mandate the Council would provide the Under Secretary (HSA) with evaluative insight regarding other Federal health programs.
Install, within the health component of HEW, an internal management systent based on the "corporate management model" adapted to the peculiar requiremcents of a public-adminiStrationsetting.
This system would be designed to strengthen the internal authority of the
Under Secretary (IISA) by making program managers more accountable for national health goals while permitting them considerable freedom in carrying out
program operations.
The key elements of such a system would include:
1. Translating national health goals and strategies into specific programyear objectives;
2. Assigning organizational responsibility for achieving objectives (under such
a system objectives are negotiated with the responsible agency) ;
3. Evaluating progress toward achievement of objectives; and
4. Holding operating program managers accountable for their own decisions
and actions in terms of relevance (Was it the right thing to do?) and effectiveness (How well was it done?).
It should be noted that management and planning efforts are currently underway in HEW that move in some of these directions, and that this recommendation supports and encourages building on these activities.
Health activities in HEW now are fragmented among basically three separate
and largely independent agencies; there are many tradeoff decisions required
and even some programs in conflict with one another. The system briefly described
is designed to provide better information and control for the purpose of better
relating Federal programs (inputs) to desired outcomes. Such a system is, of
course, only as good as the will to use it.
Provide the Under Secretary (HSA) with increasedflexibility in the allocation
of Federal resources especially for the purpose of encouragingnew institutional
arrangementsand the building of health-system capacity.
As conditions and priorities change over-time, Federal strategic and resources
must be able to respond. Phasing out obsolete projects is often politically difficult
but essential. There are, however, sound historical justifications for categorical
grants, and the credibility of a request for greater discretionary authority for
HEW and for public and private agencies is dependent on sound planning. It may
well be that the Congress would be willing to agree to modification of statutory
language offering greater flexibility In exchange for an opportunity to review
HEW statements of objectives and plans.
The Task Force was concerned with the inordinate decisionmaking authority
that has been delegated to HEW's myriad health advisory councils.
Accordingly, we urge the Secretary to take immediate steps (including legislative action where necessary) to redefine the authority of the advisory councils
with the purpose of placing deoisionmaking authority with publicly-accountable
officials; consolidating the various groups to eliminate overlap and to permit
efficient and reasonable staff support; retaining and coordinating the remaining
advisory councils to improve their valuable technical and professional input; and
substantially increasing public and consumer representation on these councils.
The degree of policy-making and actual grant approval that has been delegated
to "advisory" councils is unique within the Federal Executive Branch and is
counter to good public practice. These councils offer the agency access to technical
expertise it could not hope to retain Internally and rare opportunities to build
powerful support for existing HEW programs. Nevertheless, In many cases an
unnecessarily high price is paid in loss of control. It is essential that key program
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managers be motivated to look first to agency leadership for support rather than
to outside groups, which now have a degree of influence all out of proportion to
their public accountability.
The operation of health-serrice activities should be decentralized through
contractual agreements with public and private agencies. The principal features
of such agreements should be specification of desired outcomes rather than specific
methods of operation, and evaluation and information systems that can assess
performance in terms of output or results.
The setting of standards and policy and the evaluation processes are especially
appropriate functions of Government in the health-field processes. In actual
practice, Federal agencies frequently become involved in the detailed operations of programs or in the detailed supervision of those who are operating them.
This tends to attenuate the agenices' ability to establish performance objectives
and to objectively evaluate performance. As a result, many agencies are responding to techniques widely practiced by the National Aeronautics and Space
Administration, commonly referred to as "performance contracting." This technique affords the dual benefit of smaller governmental organizations (The entire Medicare program, which requires approximately 25,000 contractor employees, is administered by approximately 1,000 Federal employees in the Social
Security Administration, Bureau of Health Insurance) and access to the reservior of talent, management and technical expertise available in the private
sector.
The performance-contracting approach requires both expertise in contract
administration and the ability to define objectives and indicators of performance. It is generally agreed that the state of the art in measuring the performance of health-care services organizations is still relatively primitive. This is
clearly an area seriously In need of developmental effort. The Task Force considers the Health Maintenance Organization concept an excellent illustration of
"performance contracting" in the health field.
Because of a traditional reluctance to directly involve the Federal Government in the financing of medical-school education, desperately needed Federal
financial support has been funnelled through research grants to medical schools.
While blo-medical and clinical research conducted by medical schools has been
of great value and is an Important element in attracting outstanding scholars
and researchers, it is frequently a counter-productive incentive to improving the
efficiency and teaching aspects of medical education. Therefore, support of the
educational function should be separate and distinct from support of the research function. A more direct approach, depending on stipends to both the
student and the medical school, would help reduce the financial burden of
medical education for the student and provide the medical schools with positive
financial incentives to increase their productivity.
While much has been said of the need for allied health manpower, paraprofessionals, and health aides; in the final analysis, the demand for new kinds of
health personnel will depend on the nature and structure of the emerging forms
of health-care-delivery systems. At the same time, the ability to carry out demonstrations and encourage new forms of organization requires the availability
not only of sufficient manpower, but the appropriate kinds of manpower. Thus.
there must be close coordination between that portion of HEW responsible for
health-services-delivery systems and those responsible for planning and directing
programs to develop health manpower.
While most progrms to build health-services-delivery capacity are already
located in tISMHA, an exception is the field of health manpower, which has its
center of gravity in the Bureau of Health Manpower, National Institutes of
Health.
We recommend that further study be given to changing the existing method
of Federal financial support of health professional education to a system of
direct stipends to students and institutions rather than indirectly through, research grants, and to shifting responsibility for leadership in health manpower
development to HSMHA.

Mr. MoNFRNFY. I think the regulation should be very heavv Fed-

eral regulation in regard to several aspects of the program in fulfilliment of the contracts that are struck with the private sector, such as
under medicare, in the determination of who can be participating
carriers and participating providers.
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I think the States have a role to play in harness with the Federal
Government on regulation. Given this type leadership, giveli this type
regulation, given the standards that emanate from it, then it is possi!le, to me, to rely on option and choice and a given amount of diversity
in the private sector safely. Iliat is, the consumer then faces real
choices, nione of which is impractical.
Mr. WAAGOINNERi. Thank you, Mr. Chairman.

The ('n\AInRAN. Are there any further questions?

If not, again we thank you very much, Mr. McNerney, for coming
to the committee.

Mr. MCNEIRNEY. Thank you, Mr. Chairman.
The CJi-\Im \N. Our next witness is Mr. Parish, of the Nationat
Association of Blue Shield Plans.
Mr. Parish, we are glad to have you back with the committee, and
for this record will you again identify yourself, please, sir?
STATEMENT OF NED F. PARISH, PRESIDENT, NATIONAL ASSOCIATION OF BLUE SHIELD PLANS; ACCOMPANIED BY JAMES D.
KNEBEL, EXECUTIVE VICE PRESIDENT; ROBERT E. RINEHIMER,
PRESIDENT OF PENNSYLVANIA BLUE SHIELD; AND JOHN C.
McCABE, PRESIDENT, MICHIGAN BLUE SHIELD
Mr. PARISH. Mr. Chairman and members of the committee:

My name is Ned F. Parish. I am president of the National Association of Blue Shield plans. With me on my immediate left is James D.
Knebel, executive vice president of the association.
The association represents 72 member Blue Shield plans in the
United States and Puerto Rico. In 1970, these plans provided health
care protection to over 66 million subscribers in private business, and
served as carriers for another 13.5 million persons covered under
Government programs. Benefits paid on behalf of regular subscribers
reached $2.2 bill ion in 1970, while Government program administration accounted for $1.7 billion, bringing the total paid in claims to
$3.9 billion. The system employs more than 55,000 people, and operates
402 local subscriber service offices. In all, Blue Shield plans are involved in the health care financing of more than one-third of the U.S.
population.
As a significant factor in the Nation's health care system, Blue
Shield has helped over the past 30 years to provide answers to problems in the financing of health care. We recognize the many health
care problems now facing the Nation, and will continue to contribute

to their solution.
Mr. Chairman, also here this morning are John C. McCabe, to my
immediate right, president of Michigan Blue Shield, and Robert E.
Rinehimer, to my left, president of Pennsylvania Blue Shield. Their
testimony will clarify and expand, by specific example, some of the
points I must make generally. Therefore, we would appreciate your
treating the three presentations as parts of a whole, and permitting us
to respond together to -any questions you may have.
The CHAIRMAN. Without objection, we will proceed in that way.
Mr. PARISH. Thank you.
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We would like to comment today on the role of the private and
public sectors in support of the Nation's health; on the need for a
coordinated national health policy; on the need for regulation of the
health carriers; and on the dangers of a monolithic approach to health
care financing.
We would like to present some recommendations in principle for
financing health services. We would then like to offer a viewpoint on
medical costs, l)resent the capacities of the private sector for cost containment, and discuss the relative costs of public and private administration.
Finally, we will illustrate the capacities of the private sector for
advancing social progress.
ROLE OF THE PRIVATE SECTOR

Mr. Chairman, there are those who feel the private sector has failed,
and that only a federally financed and administered system of health
care can resolve the Nation's problems. We do not think the private
system has failed. The health care system has, in fact, worked very
well to do what it was designed to do: marshal available resources to
bring the highest possible level of training to bear on the problems of
the individual patient who uses the system. Approximately 90 percent
of the eligible civilian population has some form of privatee health
coverage. Certainly, this is evidence of very high social priority on the
problems of financial access.
The shortcoming 'has been in stressing the delivery of health care
above all other factors. This emphasis on delivery 'has uncovered such
problems as the inadequate supply and distribution of health manpower; the need for cost containment; the need for protection against
catastrophic expense; and perhaps most importantly, the need to
alleviate the problems of those for whom any medical expense remains a burden. As our perception has improved through hindsig ht,
it has become evident that the selection of health priorities did not
adequately incorporate these other factors.
NATIONAL HEALTH POLICY

Mr. Chairman, this is the fundamental problem. The health care
system is no more disorganized nor uncoordinated than the demands
placed upon it. It cannot simultaneously increase supply, improve access, raise its standards of quality, render more services to more people,
cost.
and lower overall
We believe the Nation needs a rational method of arriving at orderly priorities in the development of its health delivery 'and financing
systems. We believe that these priorities should be established and
priced realistically, in accord with specific objectives. They should
lead to a defined national health policy capable of changing progressively as the priorities change, and as new objectives emerge.
A national health policy should take a very broad view of what is
needed to improve the Nation's health. It should consider not only the
health care delivery system, but those with other factors that significantly affect the health and well-being of the people. These include
the relative costs and benefits of programs to produce more health
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personnel; of public health management and reporting; of environmental factors influencing health, such as diet, sanitation, and nutrition; of assurilig adequate family income; of health education; and
certainly of financing personal health services.
Expenditures for health must also be evaluated against other national needs such as defense, agriculture, and foreign policy, among
others.
To do all this, Blue Shield proposes that a national council
on health policy be established within the Office of the President. The
council would develop and submit to the President, on an ongoing
basis, an assessment of national health priorities, based upon specific
objectives necessary to promote the Nation's health. Congress ability
to move the Nation toward better health would be considerably enhanced by the council's assistance in defining goals, setting priorities,
allocating funds, setting standards, and measuring performance.
FINANCING OF SERVICES

Mr. Chairman, we believe that the financing of services must be
approached in the context of a national health policy. We assume
that such a policy will call for adequate financing of health services
for the whole population.
This is probably not immediately attainable, because the capacity of
the delivery system is not yet adequate. A commitment of this kiind
would have to be phased in through a system of priorities, and in
careful synchronization with the growing capacities of the delivery
system.
Furthermore, it is important to recognize that all elements of the
population are not alike. They have different needs for financing and
benefit structures. We would hope, therefore, that any program of
national health insurance will retain a flexible benefit structure, that
can be adapted to particular needs, through the services of competitive
and creative carriers.
The health financing needs of the bulk of the population could be
met by providing adequate coverage for two groups: the poor and
the employed.
It is clear the poor do not have the resources to purchase an adequate
level of coverage. If they are to achieve it, they must be assisted by
Government. The poor also need distinctly better coverage than the
employed. Exclusions which might be applied intelligently for other
groups could constitute real barriers to care among the poor.
Coverage for the poor should be financed through an underwritten
system. Separate systems obviously mean duplication of costs, lack
of* integration, ant imply, accurately or not, separate standards of
quality or social acceptance.
The employed comprise the bulk of the population . This group has
resources through employment that, in many cases, are already sup-

portin~g extremely good levels of coverage. Responsibility for the cost
of basic health services for this group should be kept with the employeremployee group, rather than substituting tax revenues as their source
of coverage. To do otherwise is to lose sight of the focus on the national

objective of health. Since health must compete for funding with other
national priorities, it does not seem an efficient use of public funds
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to use them for personal health services where private funds are
already available.
However, the great differences in quality and dollar efficiency among
existing coverages are cause for concern. We see at need for minimum
standards of coverage, so that each employee may receive coverage
with some guarantee of its effectiveness and value.
Group coverage is by far the most efficient method of providing
health coverage. We would encourage continuance of the employer
group, recognizing that in some instances minimum standards may
create economic hardship) in marginal companies or industries. In
this case, assistance by Government may he necessary to make the
minunum standards workable.
Better coverage should be available to individuals not eligible for
group enrollment. Blue Shield was founded on the community rating
principle. We would prefer some adaptation of the community rate to
a more complicated pooling arrangement.
For example, it should be 1)ossible to offer group benefits to nongroup subscribers at a reasonable increase over the group rate by
incorporating a community rating factor in group rates. However,
this cannot be done unilaterally in a competitive environment. It
would require sul)port from the national health policy.
Such clearly identifiable and difficult to insure groups as the permanently and totally disabled night well be made eligible for medicare,
to ease their impact upon the non-group-rating formula.
REGULATION

OF CARRIERS

The concept of carrier regulation runs through these recommendations. A realistic system of qualification of carriers and coverage
should be developed, based upon their ability to serve the reasonable
needs and expectations of the public. The criteria for qualification
should be reevaluated from time to time in coordination with an expanding supply of medical services, in accord with a national health
policy.
The Federal Government should set minimum standards for carrier
regulations. Enforcement should be by tlre State insurance commissioners, with the Federal Government having the authority to intervene if the States fail.
CATASTROPHIC ILLNESS

Finally, the Nation needs to consider the plight of the catastrophi.
cally ill. By definition, these people cannot be identified in advance.
The whole population must be considered potentially eligible.
The practical difficulty in designing a program of catastrophic coverage is that catastrophic expense really means expense not covered
by the patient's health benefits, and unreasonable in relation to his
resources. Thus, catastrophic expense must be defined negatively, in
terms of what a health policy does not cover.
I would like to illustrate this in terms of a Federal employee program subscriber whose case was terminated in the past year. Over a
period of nearly 7 years, the subscriber suffered from disease of the
urinary tract, coupled with renal failure. Blue Cross and Blue Shield
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paid a total of $109,823.23, of which $107,356.23 was paid from basic
coverage, with no deductible, no coinsurance, and no dollar maximum.
Mr. Chairman, I have no doubt that this man's illness was catastrophic emotionally, physically, and even possibly financially. However, despite medical expenses of more than $110,000, the medical costs
themselves were clearly not catastrophic because of the quality of his
basic coverage.
This is not an isolated example: Blue Cross and Blue Shield have
paid in excess of $50,000 on many Federal employee cases.
Our point here is that while we do believe that catastrophic coverage is desirable for the whole population, we are unable to solve the
problem except in the context of a national health policy that indicates
what minimum standards of basic coverage the people have.
M1ONOLITI1C

APPROACH

Implicit in these recommendations for financing is a recommendation that the Nation retain its pluralistic and basically voluntary mechanisms for financing health care. The alternative is a sharp philosophic
departure to a single-and I would substitute the word-"unitary"
system for the delivery and financing of health care. The assumptions
underlying this approach raise some very serious and significant questions, including:
Can enough revenue be raised from general and payroll taxes to
fund the entire program without preempting other national goals?
Can utilization of health services, and its effect on costs, really be
controlled through a budgeting process
Can the unitary system provide the managerial and technical competence to decentralize decisionmaking to the patient-care level?
Can a unitary system encourage the competition and risk taking
necessary to generate innovations and new approaches to the problems
of health care delivery and financing?
And finally, is everything known that has to be known to build
an optimum delivery system? Progress in the health field comes from
the testing and competition of a wide variety of ideas and approaches,
not from preconceptions.
A unitary system would be a point of no return for the health care
system. However disastrous it proved to be, the alternatives would
have disappeared. Conceding our evident self-interest, we cannot believe so drastic a step is in the national interest.
While we view a monolithic Federal system as unworkable, it has
become clear that the private sector cannot do the job alone. There are
too many needs that the private carriers cannot meet without the financia.l resources and legislative authority of government. We believe
that a truly effective approach necessarily implies a cooperative arrangement, in which government sets goals, establishes priorities, and
provides, where necessary, the funding to achieve them.
The private sector can move toward these Proals through its own
capacities, underwriting where practical, providing fiscal administration where necessary, and functioning as the national resource it is.
It should do this in a competitive environment, which stimulates innovation, experimentation, and risk taking.
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COST OF "MEDICAL CARE

Mr. Chairman, we believe that some of the information the committee has received has been misleadinmg because of incomplete interpretation. Raw data may convey an incomplete picture of carrier
performance.
The committee should understand that there are three separate
components of any increase in benefit cost. One is the content. of the
benefit structure. This component raises costs not only as coverage is
extended horizontally, that is, as new benefits are added, but vertically,
as the level of protection is improved.
This factor is illustrated by movement from partial payment to
full payment, or from income-related schedules of payment to reasonable charge coverage without, income limit. It may reasonably account
for 20 to 25 percent of premium increase in large group over a 10year period.
The second component is utilization. Higher utilization usually accompanies better and broader coverage, and presumably contributes
to the better health and emotional well-being of the subscriber.
Finally, there is the increase in unit costs. This factor must be considered in light of trends in the economy generally. The health care
industry cannot be insulated from the'effects of general inflation.
Utilization and higher unit costs might account for about equal portions of premium increase, again in terms of a large group over a
10-year period.
The recent effect of unit costs on Blue Shield premiums can ibe put
in better perspective bv examining the Consumer Price Index figures
for physicians' fees. Using 1967 as a base, the CPI rose 13.8 percent
through 1970, while physicians' fees rose 21.1 percent. This appears to
be a startling increase. But the CPI includes both goods and services,
while physicians' fees are services. For the same period, the all services
compon nt of the CPJ rose 21.3 percent, 0.2 percent more than physicians' fees.
Our purpose here is simply to suggest that fee increases for the
past few years have not been particularly dramatic as compared to the
rise in costs of services generally, and that cost containment techniques,
while very important. need not be discussed in an atmosphere of crisis.
Blue Shield recognizes that more sophisticated cost control methods
are needed to meet the demands of the future. Clearly, cost containment will require improved ability to measure movements in medical
care costs.
To meet this need, we have developed the Blue Shield Index, which
base on phywe believe will be the most comprehensive national data
monitor, analyze
sician fees. With the index, the system will be able, to
and compare physician fee levels for 53 procedures, representing surgery, anesthesia,'radiology, pathology, obstetrics, and medicine.
NABSP has completed the initial study and data processing for the
index. We believe it can be used in a variety of ways to support improved program administration. As such. it is a tool to be placed in
the hands of individual plans, providing' information for better costcontrol activities. Mr. Rinehimer, whose e plan has contributed to the
development of this national index, has been using a locally developed equivalent, and will be able to discuss the uses to which a plan
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can put it. However, for the general information of the committee, it
can monitor the overall rate of changes in charges in. the medicare prograin and compare medicare with other lines of business. It can then
compare surgery under medicare with surgery under any other line
of business. It can narrow its focus to the charge for a particular
surgical procedure under one line of business and compare that charge
with the charge for the same operation under any other line of
business.
A plan will also be able to identify and isolate a particular type
of service for which charges may be'increasing in relation to other
services. And a plan will have the capability of performing more
detailed studies, such as charge comparisons between geographic areas
within a particular State.
In all, the index gives a plan a tool which it can use to compare
its charges with a national composite of charges, identify trends and
develop patterns, and take appropriate action.
ADMINISTRATIVE COSTS

Mr. Chairman. let us say a word about administrative costs. In
1970, Blue Shield's administrative costs averaged 11 percent nationally for its private business. The combined administrative cost for
Blue Shield and Blue Cross was 7.1 percent in 1970. This compares
with an average for commercial companies in 1969--the most recent
figures we have-of 21 percent.
It has been alleged that the Social Security Administration can
administer health care programs more economically than Blue Cross
and Blue Shield. We do not know the precise costs to Government of
administering its programs. Those expenses that have been published
contain many-variables and unknowns.
The expenses of the Bureau of Health Insurance, for example, exclude administrative, statistical, data processing, accounting, and other
support services received from other agencies of SSA, and by no
means indicate the total cost of administration. Further, administration by SSA incorporates services from other branches of HEW, the
Treasury Department, the Office of Management and Budget, the
General Accounting Office, and possibly other agencies of Government. And Government accounting procedures make no provision for
the depreciation of buildings and equipment, which is a significant element of Blue Shield's costs.
In the appropriations hearings of 1970, SSA estimated its administrative costs for part B of medicare as 9 percent. Because of the unidentified factors I have mentioned, the differences in accounting
methods, and the fact that the Commissioner was estimating, we are
not sure of the precise relationship of that 9 percent figure to Blue
Shield's administrative cost in 1970 of 11 percent, which includes all
direct and indirect expenses. We are quite sure that a direct comparison is not accurate.
SOCIAL GOALS

Mr. Chairman, we would now like to turn to a brief discussion of
what the system is doing to contribute to the advancement of social
goals in the health field through the development of alternate delivery
systems.
70-174 0
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Blue Shield believes the development of prepaid group practice
and health maintenance organizations should be stimulated, although
not above all other delivery systems.

There are. to be honest, rather few prepaid group practice subscribers within Blue Shield today. The number is probably less than 25,000.
However, we project that by the end of this decade there will be at
least as many group practice subscribers within Blue Shield as there
are now in all of premaid group practice. The important point is that
our plans are beginning to work very actively in this area, and have
at their command a variety of methods, made possible by their
strengths in local policy determination, professional relations, and
enrollment.
Plans are entering prepaid group 1)ractice through a variety of
means: through the conversion of existing fee-for-service group practice; through performing administrative services for union-organized
group practice; through assuming operational responsibility for existing prepaid group practice; through operation of neighborhood
health centers; and through provision of enrollment and administrative services to hospital-sponsored medical groups.
Perhaps the most cogent illustration is in Rochester, N.Y. Together
with the Blue Cross Association and the Group Health Association
of America, we are working with the local plans to build a prepaidgroup practice, in order to develop guidelines for all plans. These will
deal not only with how to organize a prepaid-group practice, but,
hopefully, with how to do it in half the normal time period. Wre :are
supported in this effort by a grant from the Department of HEW.
Again, I do not want to mislead the committee. Our current efforts
are still in the early stage.
The Blue Shield system is also engaged in advancing various
social programs of the Federal Government throughout the Nation.
Earlier this year, NABSP surveyed the plans to determine their involvement in such programs. Of 57 plans responding, 17 were involved
in model cities programs; 14 reported involvement in Office of Economic Opportunity programs; 15 were involved in regional medical
programs; and 42 said they were involved in comprehensive health
planning agencies.
These programs, Mr. Chairman, demonstrate. the Blue Shield
system's willingness to experiment, to meet new situations, to take
on new challenges and focus on results that will benefit the public,
the physician. the Government, and the plan.
In conclusion, Mr. Chairman, I would like to refer to my earlier
statement that use of the private sector can be justified only to the
extent that it demonstrates promise of taking the Nation where it wants
to go.
The outstanding criteria at this point appear to be an ability to
contain costs and an ability to implement social goals. With me are
the presidents of Pennsylvania Blue Shield and Michigan Blue Shield,
who are prepared to discuss the efforts of their plans in these areas.
Mr. Rinehimer will now explain the progress of Pennsylvania Blue
Shield in the cost containment area.
The CHAIRMAN. We are glad to have you with us, sir, and you are
recognized.
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STATEMENT OF ROBERT E. RINEHIMER, PRESIDENT,
PENNSYLVANIA BLUE SHIELD
Mr. RINEHIMiER. Mr. Chairman and members of the committee:
I am Robert Rinehimer, president of the Pennsylvania Blue Shield,
and with me is Dr. Sydney Sinclair, executive vice president. We
currently serve more than 7,900,000 people or 67 percent of the population of Pennsylvania. Of that number, 5,900,000 are subscribers under
our private programs; the balance are covered under medicare, medicaid, and CHAMPUS. More than 18,000 doctors are registered with
Pennsylvania Blue Sheield as participating doctors. We also serve, on
behalf of many Blue Shield plans throughout the country, as the
principal negotiator and contractor with many major national employers to provide their employees with programs covering physicians'
services. It is estimated that there are 1,300,000 people enrolled
throughout the Nation under such national programs.
Thus, our Blue Shield plan has great responsibilities in both the
private and public sectors and on both the national and local levels.
Today we appreciate the opportunity to describe briefly the roles
which we play in both sectors with primary focus on the containment
of costs of medical care and also with concern for the enhancement of
the qaulity of care. Receiving and processing 25,000 to 30,000 claims
per cay, we pay out more than $1 million per working day. It is any
wonder then that we have HEW auditors GAO auditors, Department
of Defense auditors, our State insurance department auditors, our outside auditing firm, auditors from our large national accounts, and our
own internal auditors examining our administrative systems and
procedures? But frankly, that is as it should be. The dollars we receive
from Government and private sources belong to the people whom we
are serving. They have the right to demand efficiency and economy in
our administration.
Just how do we stand with respect to -administrative expense? Our
private business operating expenses compare favorably with large Blue
hield plans. As to medicare part B, our administrative cost per claim
processed during the 9 months ending March 31, 1971, was $2.77, compared to $3.29 for all carriers. In both our private and public sector
roles, we operate at home on budgets against which our stewardship of
handling funds can be measured.
The administrative expense factor, however, is only a small part of
the expense or outgoing dollar. In our opinion, we must concentrate on
that much bigger part of the dollar that is being spent for the payment
of health benefits. Pennsylvania Blue Shield introduced in 1965, with
the approval of the Pennsylvania Insurance Department, its prevailing fee program, which employs a reasonable charge determination
process. When medicare part B became effective the following year, it
employed a comparable reasonable charge determination process.
Under the prevailing free program, we define the amount to be paid
for a service in accordance with three criteria as defined in exhibit
(A) -the usual fee, the customary fee, and the reasonable fee. You
will note in this exhibit that the same three criteria for determining
physicians' charges are used under medicare part B although called by
ifferent names.
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In looking at the. criteria, one could well ask: What is done to control
the escalation of fees? As the experience under the prevailino fee program became more. valid, we developed a charge payment index system-exhibit (B)-as a niethod of monitoring the trends iii 1lhysicians '
charging practices and our payouts.
In establishing the basis for our index system, we believed that the
physicians' fee component of the national Consumer Price Index was
not, comprehensive enough to identify the trends in doctors' charges in
our own State of Iennsyl %ania.
In the Consumer Price Index, physicians' charges are measured on
the basis of seven procedures and these do not include procedures performed by most of the medical specialties. Thus, we broadened the Kase
for our 2-year study in order to consider the 133 procedures most frequently reported on lPenusylvania Blue Shield claim forms. These 133
procedures represent 133 services 1)erformed by doctors in most of the
major specialties in the areas of surgery, oral surgery, obstetrics, anestisiology, in-hospital medical care, diagnostic X-ray, pathology,
and consultation services.
Exhibit (C) reveals the results of our study, using 1968 as the base
period. Pennsylvania physicians' charges for these services increased
at an average annual rate of 6.8 percent during the 2-year period 1969
and 1970. )uring this same period, the all-services component of the
Consumer Price Index reported an average annual increase of 7.9 percent nationwide.
As a, result, of the structured control in our program, while charges
increased 6.8 percent, Blue Shield payments to physicians for the same
period rose at an average annual rate of only 5.1 percent. The average
annual rate for the all-items component. of the Consumer Price 'Index
was 5.8 percent.
We are continually expanding and refining this system, and expect
that soon we will be able to develop these data even more precisely to
show changes by geographic areas within the State, and by individual
types of medical specialties. Once this is done, we will take further
steps toward additional containment of any charges which appear to
be rising at an inordinate rate by enlisting the cooperation of individual doctors, specialty groups, and State and county professional
societies.
Our pireinise is this-and it is a simple one: If doctors are to be asked
to exercise restraint when and where appropriate, then it is our duty to
tell them exactly what the picture is.
Furthermore, I think you shouh" know that the Pennsylvania Insurance I)epartment, in approving on October 27, 1969, our request to
extend the sale of the prevailing fee program to the general )ublic, issued a directive to this effect: lVtie Shield cannot increase paymentss
and premiums simply because doctors increase their charges. A limit
was set. The percentage of any overall increase in payments cannot, exceed the percentage of increase for the all-services component of the
Consumer Price Index for the comparable period without the approval
of our insurance department.
Our charge/payment index system is presently based on data derived
from our private prevailing fee business. What about medicare part
B? Would the trends be the same? Frankly, we do not know because
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we have not yet compiled a medicare index. The trends could be the
same, higher, or lower-much depends on the "mix or services" performed; that is to say, the older people could well receive services (and
inmost likelihood do) different from those which we are measuring
as being performed for our subscribers under 65 years of age.
Another major force exerted by Pennsylvania Blue shield in containing costs in both Blue Shield and Goverfiment programs is our
utilization review and control system.
Since 1962, when our utilization program was founded, Blue Shield
has experienced a substantial growth in the development and expansion
of its programs and enrollment of subscribers. Thus, we have an increasing concern about the rising cost of health care. This concern
accounts for the fact that the staff of our utilization division has increased from four people in 1962 to 38 today.
The primary objectives of our utilization review program are to
detect, correct, and, above all, prevent improper utilization of benefits
through the joint educational efforts of cooperating professional organizations and Blue Shield.
Through these efforts we are able to assure more judicious expenditure of subcriber money, correct errors in claims reporting, detect and
prevent, to all degrees possible, cases of overutilization and misutilization, and recover funds paid through erroneous claims reporting.
The activities include both prepayment and postpayment review of
unusual claim reporting patterns of individual doctors, special investigations into suspected overutilization and misutilization cases, investigation of complaints from subscribers and beneficiaries, and a continuing educational effort through contact with individual providers of
services and supplies, professional groups, and hospital staffs.
For example, in 1970, under the medicare program alone, a total of
4,819 routine, special, and subscriber investigations was initiated and
62,934 prepayment reviews of unusual claims were accomplished.
We estimate that during 1970, more than $2 million was saved under
the medicare part B program in Pennsylvania through postpaymnent
review based on recovery of moneys paid to providers of services and
liability and claims payment reductions.
While $2 million is a very sizable sum, our 9 years of experience in
utilization review has convinced us that more significant savings can be
achieved through prepayment review. Accordingly, in addition to the
postpayment functions, we are using certain checks and tests at the
front end of the claims processing cycle to detect and reject duplicate
claims and claims which suggest a lack of medical necessity. In the latter case, our medical advisers and claims examiners look for discrepancies such as unusual patterns of services being reported-particularly where home and office visits are indicated for chronic diseases:
where injections appears to be too frequent; where the diagnosis does
not clearly support the necessity for consultations by doctors of differing specialties; and where an inordinate number of procedures on
claims received from individual doctors build a repetitive pattern.
In order to measure the effects of these checks and tests, we developed
during 1970 a computer program to record accurately, for the first
time, the reduction in claims expense achieved by this prepayment review. This program showed that, for the first 6 months of 1971, we
saved the medicare prograni $4,245,000. Based on this finding, we esti-
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mate that our prepayment review program will result in at least an $8
million saving in 1971.
We personally believe that higher health care costs cannot be attributed entirely to medicare. On the other hand, the basic problems
of the health care system undoubtedly have 1)een magnified by medicare.
Just as the shortage and maldistribution of health manpower and
facilities and the rising cost of hospital and medical care cannot be
attributed to any one program, neither can the solutions to such problems be achieved by any one program. It is always easier to find fault
than to find answers.
We accept the fact that we have shortcomings. We know that problems will not go away or cannot be l)rush ed under the rug. Therefore,
we are taking the position that we must invest more than we ever have
in the past in research and development to try to find solutions.
Presently we are participating in the development of health maintenance organizations (ITiMOs). For example, we are cooperating with
the Philadelphia medical grou-l)at the Daroff division of the Einstein
Medical Center-in structuring a l1rograi. We are supporting the
project of Group Health Planning of Greater Philadelphia, Inc. We
are having discussions about arrangements with the Temple University group in Philadelphia, which has entered into a contract with the
State department of public welfare to serve approximately 12,000
people through two neighborhood health centers. Through these activities efforts are being made to test alternative systems for delivering
health care.
Recently, the Pennsylvania Medical Society received a grant from
the U.S. Department of Health, Education, and Welfare to initiate
a medical care appraisal project.. The aim of this project is to promote
quality of care along with measures of utilization control. We are
going to cooperate in this project by developing a medical audit and
review system, especially with respect to outpatient services. Work
will be concentrated on the establishment of new and the refinement
of existing pre- and post-payment utilization control criteria. Just as
we became convinced that prepayment review offered greater possibilities for cost control than postpayinent review, so we are now convinced that the development of educational programs based on analyses of practice patterns in the light of these criteria will bring us
to "where the action is." This activity will involve the coding of diagnoses on all claims. Such coding is essential if we are to be able to
coordinate more closely our utilization activities with the hospitalization plans of Pennsylvania, and our medicare part B activities, with
those of the medicare part A intermediaries.
True, these activities cost money. But we look upon these expenditures as investments which will replace speculation with fact.
As Castiglione said, in the 16th century:
Thus, It is clearly seen that use, rather than reason, has the power to introduce
new things amongst us and to do away with the old things.
Upon that note, Mr. Chairman, I conclude my remarks by saying
that our mission is a simple one: to run an efficient operation, to give
good service to the beneficiaries and subscribers at low cost, and to
try new things that will enable us to give them even better service in
the future. Thank you
(The exhibits referred to in the statement follow:)

CRITERIA FOR PAYMENT UNDER THE
BLUE SHIELD PREVAILING FEE AND MEDICARE PART B PROGRAMS
PENNSYLVANIA BLUE SHIELD
DESIGNATION

DEFINITIONS

MEDICARE PART B
DESIGNATION

THE USUAL FEE

THE FEE ORDINARILY CHARGED BY AN
INDIVIDUAL DOCTOR FOR A GIVEN
SERVICE OR PROCEDURE

THE CUSTOMARY FEE

THE CUSTOMARY FEE

THE FEE WHICH CONFORMS WITH THE RANGE
OF USUAL FEES ORDINARILY CHARGED BY
DOCTORS OF SIMILAR TRAINING AND EXPERIENCE IN A GIVEN GEOGRAPHIC AREA

THE PREVAILING FEE

THE REASONABLE FEE

THE FEE WHICH VARIES FROM THE USUAL
FEE OR THE CUSTOMARY FEE BECAUSE OF
UNUSUAL CLINICAL CIRCUMSTANCES APPLYING IN A PARTICULAR CASE

THE FEE COVERING
UNUSUAL CIRCUMSTANCES OR MEDICAL
COMPLICATIONS

PA, BLUE SHIELD
EXHIBIT (A)

PBS CHARGE/PAYMENT INDEX
SYSTEM

Pennsylvania
Blue
Shield
EXHIBIT (B)
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ABSTRACT

This report explains the Pennsylvania Blue Shield (PBS) index system for
monitoring the general trends in charges made by Pennsylvania physicians and
payments made to these physicians by Pennsylvania Blue Shield.

Results

obtained from the initial implementation of the system during the two-year
period 1969-70 are presented.

These results include quarterly index values,

comparisions of the PBS index results to government indexes and illustrations
of the changes in charges for a few specific procedures.

Other sections of

the report are devoted to a discussion of the selection of a base period for
the index, the listing of procedures monitored by the index, and the methodology
for calculating index values.
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I.

INTRODUCTION

Government agencies, the general public, health insurance management, and
physicians themselves share a common interest in knowing what changes have
occurred in charges made by and payments made to providers of health care.

All

of these people are vitally concerned about the detection and control of the
chief factors causing the continuing rise in health care costs.
The study outlined here was designed to provide a general measure of the
changes in charges reported to Pennsylvania Blue Shield by physicians rendering
services to PBS subscribers.

The system also provides a measure of the changes

in payments made to these physicians by PBS.
While it is recognized that certain aspects of medical care are not included in the coverage which PBS provides, It is felt that the scope of benefits
encompassed by the various PBS plans is sufficiently broad to be generally representative of changes in medical practice so far as costs are concerned.
The proportion of Pennsylvania's total population covered by PBS also is large
enough to justify some confidence in the reports as valid indicators of medical
care costs in the state of Pennsylvania.
With the anticipated growth in number of people covered and expansion of
areas covered by PBS plans, it may be expected that this system will continue
to produce valid and representative results.

Continuing efforts, nevertheless,

are being directed toward further improvement and refinement of the system.
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II.

METHOD OF COMPUTING INDEX VALUES

The PBS Charge/Payment Index System is based upon an analysis of the
charge/payment patterns evident in a selected sample of 133 commonly performed
medical procedures.

Charge and paym-n

data, as well as the numbers of

services provided, are accumulated from paid claim records for each individual
procedure in the sample.

Specific procedures included in the analysis are

listed in the Appendix at the end of this report.
The average value

1

per service is calculated by a simple division of the
The number of services is defined as

total value by the number of services.

the number of tests, examinations, x-rays, days-in-hsopital, visits, and so
forth actually performed--which is not necessarily the same as the number of
claims processed.

For example, if claims were paid for 100 appendectomy

operations, and the total amount paid for these claims was $18,562, the average
value would be calculated as $18,562 4- 100 - $185.62.

An average value is

calculated for each procedure for each time period considered.
The index value for a single procedure is determined by dividing the current average value by the average value for the base period and then multiplying the answer by one hundred (100).

For example, if the average fee for a

tonsillectomy now is $80.00, but had been $75.00 at some previous time selected
as the base period, the index for tonsillectomy would be calculated as:

1

- $75

1.067;

(step 1)

$80

(step 2)

1.067 X 100 - 106.7.

The term "value" may be taken to mean either the charge or payment in this
section since the results for both items are calculated in the same manner.
"Average" here indicates the arithmetic mean.
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The first step expresses the ratio of the current value to the base value
in decimal form; and the second step simply accomplishes a change of scale
which facilitates interpretation of the result.

In particular, it may be

noted that the result from the second step is analogous -to expressing the
current value as a percentage of the base value.

Referring to the above ex-

ample, for instance, it can be noted that $80 is 106.7% of $75; i.e., the
current average fee for a tonsillectomy is 106.7% of what the average fee
used to be during the base period.

It should be clear that a current value

identical to the base period value would be indicated by an index of 100.
A simple and .onvenient operational rule for converting an index value
to a percentage increase is to subtract one hundred (100) from the index value.
In the above example, an index value of 106.7 thus would be equivalent to a
6.7% increase.

If the index value were 97.5, the resulting negative-valued

answer (-2.5) would indicate a 2.5% decrease.
The average value for each procedure is accumulated for calculation of a
type-service index in a way that reflects the relative frequency of performance
of the procedure.

Each average value is multiplied by a weighting factor and

the answer is added to a sum which will represent the total value for the type
service.

The weighting factor is simply the number of times the procedure was

reported during the base period.
For example, suppose that three surgical procedures have the following data.

PROCEDURE

AVERAGE VALUE
DURING BASE PERIOD

FREQUENCY OF PERFORMANCE
DURING BASE PERIOD

Tonsillectomy

$ 76

1000

Cholecystectomy
Hemorrhoidectomy

$263
$180

500
1000

If these were the only components of the surgery category, we would calculate a surgery total value as follows:
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1.
2.
3.
4.

$ 76 X 1000 - $ 76,000
$263 X 500 - $131,500
$180 X 1000 - $180,000
Surgery sum - $387,500

If the same three procedures had average charges of $80, $270, and $187
respectively at some later time, another surgery total value would be calculated.
1.
2.
3.
4.

$ 80 X 1000 - $ 80,000
$270 X 500 = $135,000
$187 X 1000 - $187,000
Surgery sum = $402,000

Then a surgery index value could be computed using the two surgery values:
CURRENT/BASE SURGERY RATIO = 1.037;
SURGERY INDEX = 1.037 X 100 = 103.7 (representing a 3.7% increase).
Finally, each of the total values calculated for the type-service index
are added to a sum to accumulate an overall total value.

The total values

from two time periods would be used to calculate an overall index value and
percent change.
The frequency-of-performance figures for the procedures are checked periodically to detect and correct for any significant changes in the number of times
which services are performed.
The indexes discussed thus far represent current values as a percentage
of the base values.

It has been seen that the percent change in values from

the base can be obtained by subtracting 100 from the index. Although these
basic index values do indicate the direction and, to some extent, the amount of
change from one period to another, other derived values--such as the percent
change from the previous quarter--may serve as more useful indicators of the
amount of increase or decrease.

The computation of quarterly changes therefore

is included in the system.
The system also computes the percent change from one year ago, or the "12
month change."

The 12 month change is computed as the percent change up to

the current quarter from the corresponding quarter of the previous year. The
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12 month change is published each quarter for both the current quarter and the
previous quarter.
Unlike index values, 12 month changes for two different periods can be directly
compared. For example, if the 12 month changes in the charge index for the 2nd
quarter 1970 and the 4th quarter 1970 were +7.0% and +7.5% respectively, it could
be said that charges were rising at a yearly rate of 7.5% in the 4th quarter of
1970 and that this rate represented a .5% increase over the rate of yearly increase in the 2nd quarter 1970.
The 12 month change is a relatively long term equivalent of the percent change
from the previous quarter.

Because it is a longer term measure, its fluctuations

are generally less erratic than those of the percent change from the previous
quarter.
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III.

SYSTEM IMPLEMENTATION

A charge/payment index system using the methodology described in the
preceding section was implemented on a trial basis, beginning with the first
This section describes some of the operational details in-

quarter, 1969.

volved in the implementation of the system.

PROCEDURE LEST

The criteria used in selecting procedures to be monitored by the index
system are the following:
1.

The procedures must be frequently performed.

2.

The procedures must be well defined.

Charges for a procedure

must not vary greatly.
3.

The list of procedures comprising the overall sample must
account for a majority of PBS claims.

A list of the procedures chosen for the index is presented in the appendix.

TIME PERIODS

The base period for charge and payment values
year of 1968.

1

was taken to be the entire

This was the first extended period of time during which a sig-

nificant volume of claims were paid under the PBS prevailing fee program.
The average values for each procedure serve as the 100% level, i.e., the
values to which all subsequent averages will be compared.

Frequency jf per-

formance figures for each procedure from this time period serve as the weighting factors.

These factors are utilized in the index calculation to reflect

iThe term "values" means average charges or payments in this section.
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the relative importance of the change in values by procedure.
Subsequent calculations of average values for each procedure take
place quarterly.

EFFECTS OF OUTSTANDING CLAIMS ON INCURRED DATE INDEXES

Preliminary incurred date indexes for the most recently completed quarter
are computed on the basis of claims incurred and paid during that quarter.
Any claims incurred in that quarter but not paid until a later period obviously
do not enter into the calculation, thereby causing some degree of inaccuracy
in the indexes.

A revised, more accurate index subsequently is produced by

picking up the outstanding claims incurred in the quarter in question when processing paid claims for later quarters.

This leads to an operational question

concerning the number of updates or revisions of an index required before enough
data have been collected to qualify the index value as being sufficiently stable
and reliable.
To answer this question, confidence intervals are established on the indexes
to tell what degrees of accuracy or reliability the indexes have.

Since the

technical language used here may be misleading to any person not familiar with
statistical research methods, it should be made clear that a large confidence
interval does not indicate a high level of confidence.

Rather, a relatively

larger confidence interval indicates a larger region of uncertainty within which
the "true" value of an index may lie, for any given level of confidence that m'ay
be desired.

Hence, the larger a confidence interval about an index, the less

accurate that index is as an indication of the charge or payment changes in the
whole universe of services incurred during the quarter in question.
The size of a confidence interval depends upon the following three variables:
(1) the degree of confidence or certainty sought, (2) the dispersion of charge
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or payment changes among the various procedures, and (3) the relative proportionate
part of the total services incurred in that quarter which already have been
paid and thus are included in the analysis.

The last of these variables becomes

larger for each revision of an index, thus producing smaller confidence intervals
and increased accuracy.
In producing a preliminary incurred date index, about 50% of the claims
incurred in that quarter usually get into the analysis.

Additional outstanding

claims paid in the next quarter bring this up to about 90% of all the data, and
the data included in still another quarter's claims usually bring the figure
up to 99%.

The following example illustrates how this affects the accuracy of

an index.
The preliminary incurred date charge index for the 2nd quarter 1970 was
111.1.

The 95% confidence interval in this case covered a range of 109.7 to

112.5, which says that there was 95% certainty that the actual index was somewhere between 109.7 and 112.5.
be computed to be 111.1 - 109.7
111.1

This represents a region of uncertainty that may
- 1.3% of the estimated 111.1.

After collecting data on claims paid in the 3rd quarter 1970, about 90%
of all the claims incurred in the 2nd quarter 1970 had been accumulated.

The

revised 2nd quarter 1970 charge index was 112.8, on which the 95% confidence
interval of 111.7 to 113.8 represents a region of uncertainty of 112.8 - 111.7
112.8
1.0% of the estimated 112.8.
In general, a 36% loss in accuracy is experienced when computing a preliminary index from the 50% data available.

This loss of accuracy decreases to

8% in the revised index where about 90% of the data are in the analysis.
Certain conclusions about the interpretation of incurred date indexes can be
made on the basis of the above discussion of confidence intervals and their
characteristics.

First, the preliminary indexes are valuable primarily for

measuring long term increases.

Secondly, revised estimates are more reliable

and can be used in measuring the average annual rate of change with some precision.

Finally, index changes of two points or less are not necessarily sig-

nificant and would not be sufficient grounds for any firm conclusions on charge
changes.
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IV. RESULTS

EVALUATION OF TRIAL USAGE
The index system which was implemented on a trial basis with the first
quarter, 1969 has proved satisfactory over the two year period, 1969 and 1970.
Both the charge and payment indexes have shown relatively steady rates of
increase during that time.

These rates of increase were approximately com-

parable to the results of the U.S. government physicians' fee index during
1969, but in 1970 the average rates of charge and payment increase for PBS
declined to a lower level that compares favorably with the national results
for the same year.

(See figures 4 and-#)

On the basis of the satisfactory results thus far# the index has be-

come an operational system from which quarterly reports now are generated
on a regular basis.

CHARGE AND PAYMNIT TRENDS
The reminder of this section summarises the results of the charge/
payment index system for 1969 and 1970.
Although the charge and payment indexes reflect certain overall patterns
of change, this does not mean that individual types of service behave in the
same manner.

In fact, the rates of change among the various calegories have

shown measurable differences.

The Obstetrical delivery, Anesthesia and In-

hospital medical care categories have shown the fastest rises in both charges
and payments.

Surgery Consultation, and Diagnostic X-ray showed slightly

lower than aver&ge increases while Diagnostic Medical and Pathology experienced
the smallest increase in average charges and payments.
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Overall charge and payment trends for the entire two-year period,
compared to Consumer Price Index (CPI) trends for the same period are
shown in Figurel. It can be seen that physicians' charges, as measured
by the PBS Charge Index, have gone up 16.2

during this two-year period.

PBS paymenra to physicians, on the other hand, have Sone up only 12.0%.
During this uame period, the CPI for all items and the CPI for services
have gone up by 13.8% and 18.7%, respectively.

These figures represent

average yearly increases with respect to bass year (1968) values as given
I

below.
AVERAGE YEARLY INCREASE

INDEX
CPI, services component

7.9%

PBS charge index

6.87

CPI, all items

5.87

PBS payment index

5.1

The graph. presented on the following several pages illustrate the trends
in the charge and payment indexes and in the charges for a few individual
procedures in the index.

Noteworthy are the stable increases in the charge

and payment indexes and the contrasting variety of average charge changes
among the individual procedures.

1

Note that these figures are obtained by a simple averaging of the total
increase experienced over a time span of 2.375 years, beginning just past
the mid-point of the base year (1968). A compound interest formulation
would indicate slightly smaller annual increases.
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APPENDIX

LIST OF PROCEDURES REPRESENTED IN INDEX
PROCEDURES INCLUDED
ALVEOLECTOMY
REMOVAL OF IMPACTED TOOTH COMPLETELY COVERED BY BONE
ALVEOLECTOMY: MAXILLARY AND MANDIBULAR
DRAINAGE OF FURUNCLE
DRAINAGE OF CARBUNCLE
DRAINAGE OF LARGE SUBCUTANEOUS ABSCESS
INCISION AND DRAINAGE OF PARONYCHIA
DRAINAGE OF SMALL SUBCUTANEOUS CYST
SIMPLE REMOVAL OF FOREIGN BODY UNDER LOCAL ANESTHESIA
REMOVAL OF FOREIGN BODY UNDER LOCAL ANESTHESIA
LOCAL EXCISION OF SMALL BENIGN LESION
EXCISION OF MEDIUM, BENIGNLESION
LOCAL EXCISION OF SMALL BENIGN LESION, INCLUDING PLANTAR VERRUCA UP
TO 4 INCH.
LOCAL EXCISION OF SMALL BENIGN LESION, INCLUDING PLANTAR VERRUCA
OVER h INCH
SIMPLE LOCAL EXCISION OF SUBCUTANEOUS CYST WITH REMOVAL OF SAC
COMPLICATED LOCAL EXCISION OF SUBCUTANEOUS CYST WITH REMOVAL OF SAC
EXCISION OF LESIONS OF UNUSUAL SIZE OR NUMBER REQUIRING HOSPITALIZATION
EXCISION OF LESIONS OF UNUSUAL SIZE OR NUMBER NOT REQUIRING HOSPITALIZATION
EXCISION OF LIPOMA, UP TO 1 INCH
EXCISION OF LIPOMA, 1 TO 3 INCHES
EXCISION OF NAIL, PARTIAL, INCLUDING NAIL BED OR NAIL FOLD
EXCISION OF PILONIDAL CYST OR SINUS
REPAIR OF SECOND DEGREE BURNS, NOT REQUIRING HOSPITALIZATION'
SMALL DEBRIDEMENT

EMERGENCY SERVICES
SMALL PRIMARY, SECONDARY, OR DELAYED SUTURE OF WOUND
TRAUMATIC CASES REQUIRING HOSPITALIZATION

MEDIUM PRIMARY, SECONDARY, OR DELAYED SUTURE OF WOUND
LARGE PRIMARY, SECONDARY, OR DELAYED SUTURE OF WOUND
EXCISION OF CYST, INCLUDING ANY OTHER PARTIAL MASTECTOMY
ASPIRATION BIOPSY OF BONE MARROW INCLUDING STERNAL PUNCTURE
NASAL FRACTURE SIMPLE CLOSED REDUCTION
CLAVICLE FRACTURE SIMPLE CLOSED REDUCTION
REPAIR OF BROKEN RIBS, SIMPLE, STRAPPING
CLOSED REDUCTION OF RADIUS, SIMPLE
CLOSED REDUCTION OF RADIUS, DISTAL END, COLLES, INCLUDING
METACARPAL FRACTURE SIMPLE CLOSED REDUCTION
FRACTURE OF ONE FINGER OR THUMB SIMPLE CLOSED REDUCTION
CLOSED REDUCTION OF TIBIA, SIMPLE
CLOSED REDUCTION OF FIBULA, SIMPLE
FRACTURE OF METATARSAL SIMPLE CLOSED REDUCTION
FRACTURE OF ONE TOE SIMPLE CLOSED
ARTHROTOMY, KNEE
ARTHROCENTESIS:
PUNCTURE FOR ASPIRATION OF JOINT
ARThROCENTESIS: CARPAL, METACARPAL, TARSAL, METATARSAL, ETC.
EXCISION OF INTERVERTEBRAL DISK WITH OR WITHOUT SPINAL FUSION
CONTROL OF PRIMARY NASAL HEMORRHAGE, WITH ELECTROCAUTRIZATION
DIAGNOSTIC BRONCHOSCOPY
AORTOGRAPHY
TONSILLECTOMY WITH OR WITHOUT ADENOIDECTOMY
SUBTOTAL GASTRECTOMY WITH OR WITHOUT VAGOTOMY

70-174

0 - 72 - pt. 5 --

8
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Procedures Included (continued)

APPENDECTOMY
SIGMOIDOSCOPY
HEMORRHOIDECTOMY, INTERNAL OR INTERNAL PLUS EXTERNAL
HEMORHOIDECTOMY WITH ADDITIONAL PROCTOLOGICAL SURGERY

HEMORRHOIDS, INJECTION OF SCLEROSING SOLUTION
CHOLECYSTECTOMY
HERNIOTOMY, INGUINAL, UNILATERAL
HERNIOPLASTY: HERNIORRHAPHY:
HERNIOTOMY, INGUINAL, BILATERAL
HERNIOPLASTY: HERNIORRHAPHY:
TRANSURETHRAL RESECTION OF BLADDER TUMORS
CYSTOSCOPY, FOR OBSERVATION
CYSTOSCOPY, WITH URETERAL CATHERTERIZATION DILATATION
DILATATION OF URETHRAL STRICTURE BY PASSAGE OF SOUND
CIRCUMCISION, NEWBORN
SALPINGECTOMY
PANHYSTERECTOMY, TOTAL HYSTERECTOMY
DILATATION AND CURETTAGE WITH OTHER RELATED PROCEDURES ON THE CERVIX
(EXCEPT BIOPSY)
DILATATION AND CURETTAGE OF UTERUS
LOCAL EXCISION OF LESION OF CERVIX NOT REQUIRING HOSPITALIZATION
DILATATION AND CURETTAGE OF UTERUS WITH BIOPSY
MISCARRIAGE OR ABORTION INCLUDING DILATATION AND CURETTAGE
SPINAL PUNCTURE, LUMBAR PUNCTURE
MYELOGRAPHY
REMOVAL OF FOREIGN BODY FROM SURFACE OF CORNEA
EXTRACTION OF LENS, INTRACAPSULAR OR EXTRACAPSULAR, WITH OR WITHOUT
IRIDECTOMY, UNILATERAL
PLICOTCHY
MYRINGOTOMY:
TYMPANO'OMY:
MYRINGOTOMY WITH SUCTION AND INSERTION OF TUBE BILATERAL
OBSTETRICAL DELIVERY, NORMAL
NORMAL DELIVERY WITH CIRCUMCISION OF NEWBORN
ANESTHESIA FOR SURGICAL REMOVAL OF IMPACTED TOOTH, COMPLETELY COVERED
BY BONE
ANESTHESIA FOR TONSILLECTOMY
ANESTHESIA FOR HEMORRHOIDECTOMY
ANESTHESIA FOR CHOLECYSTECTOMY
ANESTHESIA FOR HERNIOPLASTY:
HERNIORRHAPHY:
HERNIOTOMY, INGUINAL,
UNILATERAL
ANESTHESIA FOR CYSTOSCOPY, FOR OBSERVATION
ANESTHESIA FOR HYSTERECTOMY
ANESTHESIA FOR DILATATION AND CURETTAGE OF UTERUS
ANESTHESIA FOR OBSTETRICAL DELIVERY
ANESTHESIA FOR EXTRACTION OF LENS
OFFICE VISIT
IN HOSPITAL MEDICAL CARE - TWO DAYS
IN HOSPITAL MEDICAL CARE - THREE DAYS
IN HOSPITAL MEDICAL CARE - FOUR DAYS
IN HOSPITAL MEDICAL CARE - FIVE DAYS
IN HOSPITAL MEDICAL CARE - SIX DAYS
1 WEEK IN HOSPITAL MEDICAL CARE
IN HOSPITAL MEDICAL CARE - EIGHT DAYS
IN HOSPITAL MEDICAL CARE - NINE DAYS
IN HOSPITAL MEDICAL CARE - TEN DAYS
IN HOSPITAL MEDICAL CARE - ELEVEN DAYS
IN HOSPITAL MEDICAL CARE - TWELVE DAYS
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Procedures Included (continued)

IN HOSPITAL MEDICAL CARE - THIRTEEN DAYS
2 WEEKS IN HOSPITAL MEDICAL CARE
IN HOSPITAL MEDICAL CARE - FIFTEEN DAYS
IN HOSPITAL MEDICAL CARE - SIXTEEN DAYS
IN HOSPITAL MEDICAL CARE - SEVENTEEN DAYS
ROUTINE CARE OF THE NEWBORN INFANT IN THE HOSPITAL
CHEST SINGLE PA TELEROENTGENOGRAM
DIAGNOSTIC X-RAY OF CHEST, PA AND LATERAL FILMS
DIAGNOSTIC X-RAY OF ENTIRE SPINE
X-RAY OF SPINE, CERVICAL
DIAGNOSTIC X-RAY OF SPINE, LUMBO SACRAL
X-RAY OF SPINE, LUMBO-SACRAL, INCLUDING PELVIS AND HIPS
X-RAY OF SHOULDER
X-RAY OF HAND
DIAGNOSTIC X-RAY OF HIP
X-RAY OF KNEE
X-RAY OF ANKLE
X-RAY OF FOOT
DIAGNOSTIC X-RAY OF UPPER GASTRO-INTESTINAL TRACT
DIAGNOSTIC X-RAY OF COLON, BARIUM ENEMA
DIAGNOSTIC X-RAY OF GALL BLADDER CHOLECYSTOGRAPHY
PYELOGRAPHY-INTRAVENOUS
ELECTROCARDIOGRAM, WITH INTERPRETATION AND REPORT
BASAL METABOLISM RATE
ELECTROENCEPHALOGRAM
COMPLETE BLOOD COUNT
CHOLESTEROL
PROTHROMBIN TIME FIRST THREE EACH
SUGAR
URIC ACID
CYTOLOGIC STUDY PAP SMEAR
CONSULTATION REQUIRING LIMITED EXAM

AVERAGE ANNUAL INCREASE IN4 INDICES

.......
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The CHAIRMAW. We

thank you.

Mr. PARISH. Mr. Chairman, as I indicated earlier, we would com-

ment on the willingness of the private sector to take on social problems and to assume the initiative in offering innovative health care
benefits of delivery systems. This is exemplified by Michigan Blue
Shield.
Mr. McCabe, president of that plan, will comment on this.
The CHAIRMAN. You are recognized, sir.
STATEMENT OF 3OHN C. McCABE, PRESIDENT, MICHIGAN BLUE
SHIELD
Mr. MCCAW. I am, as the introduction indicated, president of Mich-

igan Blue Shield, a position I have held for some 6 years. I speak here
today not only in that capacity but as one who has had 20 years' experience in the field of health care prepayment.
What I say will, for the most part, relate to Michigan and Michigan
Blue Shield, but in many ways, the commentary would be true for
other Blue plans around the Nation because we share in large part
the same problems. We address ourselves to the same challenges. We
feel the same pressures. We experience the same successes and the
same failures.
Those observations. of course, could be made about activities in
many fields, in the private sector and in government.
Michigan Blue Shield is one of the oldest plans in the Nation.
In terms of benefits paid and scope of benefits provided, it is the largest in the Nation.
By most objective standards, from within and outside our particular industry, we have achieved one of the strongest records of performance anywhere.
It is my feeling that you can extrapolate our activities to other Blue
plans because our activities as I indicated are emblematic and not rare
or isolated.
It, seems to me that the issue with which this committee must deal
is not one of goal or target but of technique. What will the health
care system be like in 2 or 3 or 5 years from now? What will be the
balance between the public and private sectors?
Peripheral to that issue but critical to its decision, is whether the
new will be better than the present with respect to the 200 million
people the health care system is intended to serve.
It is my role here today to give you a capsulized report on how
we at Michigan Blue Shield have dealt with our responsibility in
the past, how we are dealing with it now, and how we would propose
to deal with it in the future.
Simply put, our role, since our inception some 30 years ago, has been
to provide a finance and administrative mechanism by which the best
quality care could be made available to the greatest number of people
at the'lowest possible cost.
We now cover more than 5 million people in Michigan-almost 60
percent of the State's population-with one of the most comprehen.
sive programs of its type anywhere in the Nation-and that is just
in the program, not those in Government.
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This achievement was not the result of a sudden, single, combustible act. It represents hard, aggressive creative work by all the people involved in such a structure, not. only staff, but provider, public,
management, and labor representation on ottr board.
We have moved from a relatively simple benefit, program reflecting
the capacity of me(Iicile as it, wis practic'ed t111e or four decades
ago to one releNant to the more sopllisticated, complex, highly scientific medical system of today.
Over the years, often working in concert, with representatives of the
major corporations in tie automobile industry mid with representatives of tie United Automobile Workers of Vmerica, we have added
significant (Olponents to our health program. Such benefits as th(se
providing coverage for diagnostic X-ray and laboratory benefits, outpattient amm)ulatory psyc-hiatric services and prescription drugs, have
been designed and. implemented in a way representing the views of

all interested parties.
Both of these programs now constitute the largest programs of
their type.
Wherever these benefits have been added, we have consequently exported this knowledge elsewhere often crystallizing the experience
through the mechanism of special research reports.

Two recent studies describing our ex1)erience with the benefits of
psychiatric care alld with thos- available through our prescription
drug program have been issued. That these studies ha%'e contril)uted

to the understanding of better ways to iml)rove benefit. structures
elsewhere is supported 1)y the favorable comments that these efforts
have received.
I would like to cite one commentary received just last month in a
letter from the Dallas regional office'of the Department of Health,
Education, and Welfare:
Your research report on the Michigs n prescription drug program Is one of
the best dlocuments on the subject avaAlable today. Congratulations on a very
fine study. Problems sinlar -to those ,defined and discussed In the booklet are
found frequently by health service activities In other programs such as migrant
health, neighborhood health centers, health maintenance organizations, as well
as other direct vendor programs. I would like to give the knowledge of your
work wide distribution In this five-state region.

This letter was signed by Mr. Adelbert E. Brigg, R. Ph., M.P.H.,

community health service'consultant. The five States in this region
include Texas, Oklaholna, New Mexico, Louisiana, and Arkansas.
I might add that no outside funds were used in this research

project.
Improvements and expansions of the type I have described above
have been activated in many parts of the country, reflecting local
needs and local conditions. These are the results of hard, aggressive
work by many people and I doubt whether they would have been
as successful had they been imposed in some arbitrary way.
Clearly present in'this testimony today by Mr. Parish, Mr. Rinehimer, and myself is the recommendations that the private sector and

Government play a bilateral role in dealing with this Nation's health
care system and with its financing.
Michigan Blue Shield has had a long history in such relationships-sometimes satisfying, sometimes successful, and always challenging.
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It has not always worked well, however. We have had our failures
and problems, and sometimes trauma and pain.
In 1966, Blue Shield undertook the role of a part B carrier under
the medicare program. This was one of the most difficult administrative roles we ever faced, but it was dealt with effectively despite administrative pressures in dealing with more than 700,000 of Michigan's elderly citizens under a relationship with a Federal agencythe Social Security Administration-not fully comfortable with the
public-private contractual arrangement involved.
We take pride in our record and in our performance.
We also take satisfaction in the fact that this performance has been
recognized by the I)epartment of Health, Education, and Welfare.
I would like to quote from a letter sent to us last March with respect
to our medicare activity. The letter is addressed to Mr. Robert Voigt,
our senior vice president of claims operations, which reads:
I have not seen the workload processing figures for the month of February
1071 yet, but if they are anything like the statistics for December 1970 and

January 1971, you should be very proud of the accomplishments of the Claims

Department.
The Claims Department has done a remarkable job during a period of record
high claims receipts. As a representative of the Social Security Administration,
I am proud to be associated with such a group of fine and dedicated people.
Please pass on my congratulations to the staff on their fine accomplishments
to date and their continuing strong efforts to move the Medicare claims.

. The letter is signed by Mr. Edwin Moore, integrity officer. He deals
between our organization and the Social Security Administration by
being on the premises regularly.
Michigan Blue Shieldplays similar roles in the State of Michigan
for the Federal employees benefit program and for the CHIAMPUS
program , which provides health care benefits for the dependents of
military personnel.
In dealing with today's issues we often forget history's experience
and the legitimacy of the old adage that there is nothing new under
the sun.
One of the first government programs involVing the private sector,
and in which Michigan Blue Shield played a role, was the Veterans
hometown program. It began in 1945, when the Veterans' Administration was deeply concerned about limited governmental facilities
available for the treatment of returning WorldrWar II veterans.
Michigan was the first plan assigned- such i role and its experience
was used as a basis for the future expansion of the program elsewhere.
Under this program, returning veterans in need of medical care
were able to secure treatment on an inpatient and outpatient basis from
medical facilities in communities where they lived. This relieved the
overtaxed governmental hospital system and allowed the veteran to
remain close to his job and family while receiving treatment.
I would like to cite an editorial taken from the Detroit Times in
1951, and I quote:
The Michigan plan for treatment of the sick and disabled war veterans must
be preserved. The Michigan plan is that system under which the veteran is
treated in his own home area by his own doctor and in the hospital of his
choice. The reasonable bill is paid by the Veterans Administration. The system

hait worked so well that it has been copied in many other States. Federal VA
Officials have admitted the economy. The war veterans themselves want no other.
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Remember, this was essentially a government program in a financial sense, adiniiisteied by the li)-ivate sector ill a way tlt meant the
recipient was not on dole, or receiving a government handout but
had the same dignity as other citizenis with respect to the receipt of

medical

iire.

With final reference to MAilligan's role as an adlministrator of gov(eiliflent.programs, I would like to say a. few things about tihe medicaid
program.
I must admit that it was this relatjonsli) I had in mind when I
referred to the p)i1 often l)roduced ii a govermnent-p private (Wtor
c
relationsh il).
Late in 1966, in October, Michigan Blue Shield, at the request of
the State of Mic'higan. lmlelrt()ok to provide tle role of a fiduciary
agent for tie title X IX or 111(dicaid l)rogran ill our State, Th is was
3 months after time, medicaid l)rograni. Oumi role in vol ved a(llinistrative liaison with plhysicians. podiatrists, pharmacists. amid similar professional personnel. Our sister corporation. Michigan Blue Cross,
undertook a similar role for institutional providers.
Added to tie sudden burden of a(lministration effort presented by
the medicare 1)rograin, which as you l'emneimler, was activated also in
July 1966, the responsibilities aid necessary work finctions under
medicaid were not easy tasks, yet, they were accomplished.
By their own admission, most State, officials recognize that the Stato
could not have performed this task as well, if at all.
How do you measure performance in such a l)rogram ? Obviously
there are many ways. Costs are most basic.
With respect to Michigan Blue Shield's administrative costs for
the medicaid program, they began at levels which were among the
lowest in the country. In 1967, they represented the equivalent of 48
cents per service, rendered to el igible recipients.
In 1970, administrative costs stood at 44 cents per service.
In 1971, they were 38 cents per service.
Gentlemen, I wonder how many other organizations, g'overnment or
private, have discussed with you" a reducing administrative cost situation in our current economy?
Benefit costs on a per service basis are also decreasing.
In 1967, such costs represented $6.40 per service.
In 1970, the average service benefit cost was $6.26.
You may be aware that, the State of Michigan recently announced
that it was taking over the medicaid program administration from
Michigan Blue Cross and Michigan Blue Slield.
You may ask-as we have-why? W e find the decision incomprehensible.
Frankly, we have never been told officially or unofficially so I can
only make some suppositions. One reason, I" think, is the cost of the
medicaid program.
Despite the stabilizing effect to which I referred earlier, the cost
of the medicaid program in Michigan (and everywhere else for that
matter) has risen considerably. Medicaid has experielnced the same
escalatory pressure that chaancterized the field of health care over
the past years, about which I am sure you gentlemen have heard a
lot and will hear more.
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Program administration was not the cause of escalation. If anything, I would submit that private sector administration stabilized the
cost. The real reason for the medicaid program's increased cost is
simple-more people.
In 1969 in Michigan, 380,000 people were eligible for medicaid. In
1970, the number of eligible recipients in Michigan increased to 600,000; a more than 60-percent increase.
I would surmise that the State's decision grew more out of frustra-

tion than any real hope that their administration would reduce costs.
The critical Issues are more deeply rooted in our socioeconomic structure. They involve inflation, unemployment, and the residual and continual presence of the medically needy and the poor who swell our
welfare ranks in Michigan and elsewhere.
For the committee's edification, I would like to attach as an exhibit
a report I issued to my board of directors commenting on the State's
decision.
(The exhibit referred to follows:)
EXHIBIT I
B1L

51E11) OF MICIGIAN,
SH
OFFICE OF THE PRESIDENT,

Detroit, Mich., October 12, 1971.

To The Board of Directors:
Over the past four years, numerous reports have been provided to Board Commnittees and to the Board on various problems inherent in the relationship with
the State under the Title XIX contract.
That relationship began in 1966, when, at the request of the State, we began

to perform certain administrative services for them in connection with services
rendered to Medicaid recipients.
We have always assumed that such a relationship was desirable, not only from
a corporate point of view, but because it provided an opportunity to ensure the
continued presence of the private sector in a significant public program.
It was for that reason, despite mixed feelings as to the possibility of a viable
relationship, that a response was submitted by us last year to a further request

by the State as to whether our corporation would be interested in continuing to

administer the Medicaid Program.
Four commercial insurers filed similar proposals.
Following a time-consuming, difficult, and arduous period of staff activity, we
were advised last May (note paragraph two in letter marked Exhibit 1) that we
had been chosen from among other bidders to continue our administrative role,
one essentially the same as performed to date.
You can understand, therefore, our amazement and disappointment upon receiving the notification (note letter marked Exhibit 2) that the State has now
decided to activate a long-standing desire to administer the program itself.
Experience throughout the field of medical care delivery and financing has
shown that the Michigan Medicaid Program, at least to time extent of measuring
Blue Shield involvement, has not only been sound, it ias been superior.
Administrative costs are the lowest of any comparable program-currently representing $.38 per service processed.
Claims cost per service and doctors' charges per service have not only
stabilized, but, in some cases, are lower than they have been in past years.
Program costs have been noticeably more stabilized than those for any
other Medicaid Program anywhere-and also lower than has been experienced in the private sector.
The speed of payment, essential to ensure continued provider cooperation,
and, -therefore, adequate availability of services the recipients use, also has
been among the best of any Medicaid Program in the country.
The main cause of cost escalation, which has understandably frustrated the
State, and with which they have not been able to deal, is actually caused by the
substantial increase in the number of persons eligible, not the cost per recipient.
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The number of eligible persons has increased from 394,000 in 19M0, to 605,000 in
September of 1971-a jump of almost. 60%.
The decision Is also difficult to accept within tie frlamework of public tatements by the Governor that "any national health insurance .eheile should uitilize
tim capailities of the private health insurance Industry," rather than "being displaced by some gigantic new federal bIrcanuerav.y."
Further, tie Governor indicated in a reeit 5-'l('h in Manist iue that essntlal
ingredients to providing good health care prograi-i were not just "the power" of
government "but alsx the imagination, dedication, and energy of tin' private
sector as well."
Many people-natioally and locally--assume that, as a result of pending
Federal legislation, recommended by the Nixon administration, tlihe Me(licaid
Program will be eliminated by 1973. Therefore, the program the State intends
to administer may be non-existent at approximately tit( same time the State Is
planning to take over hint administration.
We have never had an opportunity to uleet with a comnlittee of Stlite officials
who decided the State's future action, so I ani not in a position now to describe
the reasoning behind it at this tine, however, a Iieeting is scheduled for Wediesday, Octoher 13, in Lansing.
While a contingency plan had previously been (levelolped, assuming tile possibility that the relationship would teruitmiate, fll the detailed ramlflIcations have
not yet I:een retired, but are currently under staff analysis.
You call expect a full (liscuslon at our Board meeting on Octolber 27.
JTOHIN C. MCCABE.
EXIInIr II
STATE OF MICHIGAN,
DEPARTMENT OF SOCIAL SERVICES,

Lan8lng, Mich., May 26, 1971.
Mr. JoHN C. MCCABE,
President,Michigan Blue ShIcld,
Detroit. Mich.
)EARn MR. "MCCABE: As you know, it special review committee was formed to

advise the I)epartnient of Social Services in the selection of fiscal agents for the
ne"* Medicaidl system. That committee has now completed its evaluation of the
proposals submitted.
I am lppy to inform you that we have been instructed to enter into discussion
find negotiation with Blue Shleld as the most likely fiscal agent selection for
practitioners, laboratories and pharmacies (Groups II find IV as identified in
our Request for Proposal). The committee irs recommended that the State
assume the ambulance service portion of Group II. Accordingly, 1 am requesting
that your authorized negotiator make appropriate arrangements with Mr. Stuart
Paterson of this I)epartiment.
As the first step in this discussion and negotiation, Mr. Paterson would like to
review with your staff certain areas requiring further explanation and/or Justification. Included in this discusion are:
1. The detailed operation of the Recipient Eligibility subsystem and your
nlternate suggestion;
2. The specific components of cost inI Provider Enlrollment subsystem;
3. Coding of invoices;
4. Number of claims rejected for examination and resolution
5. Current estimates of claims volume;
6. The process for resolution of ended claims;
7. Further discussion regarding the Title V program;
8. Detailed breakdown of Inquiry and Advisory Services;
9. Detailed breakdown of Medieal and Utilization Review Program.
Further, the review committee has raised certain questions concerning the
cost of the proposal, specifically in the areas of Recipient Eligibility, Invoice
Processing. Inquiry and Advisory Services, and Indirect cost allocation.
We would propose to discuss items 1 and 2 Thursday, June 3 in the morning,
items 3, 4 and 5 in the afternoon, items 6 and 7 Friday morning and items 8
and 9 on Friday afternoon. We hope that this schedule will allow you to plan
for the appropriate personnel to be present when desired.
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We are hopeful that the further clarification of these, and other Items which

may arise, can result in a contract which represents the best interests of the
Michigan Medicaid program.
Sincerely,

R. BERNARD IHOUSTON, Director.
EIXIIlxT III
STATE O M-ICHIGAN,
DEPARTMENT 01 SOCIAL SERVICES,

Lansing, A ich., October 8, 1971.

Mir. JOHN C. MICCABE,

President, Miohigan Blue Shield,
Detroit, Mich.
DERA M. MCCABE: This will confirm and elaborate upon my statements to
you 111de via telephone a few minutes ago:
1. The purpose of the call was to ask you, or your representative, to
attend a meeting in Senator Zollar's office at 2:00 P.M. on Wednesday,
October 13.
2. The purpose of the meeting is to advise you that tile (oniilttee which
has been studying the feasibility of tile various alternatives available to
the state for the future administration of the Title XIX program have
reached the conclusion that the state will assume tie fiscal agent responsi-

bility.

3. This decision, though very difficult, was unanimous and, therefore,
Is considered irrevocable.
4. Tentative planning will result in phasing in starting in April, 1072
and extending through the following 6 to 12 months.
5. The thinking on which such a timetable is premised is that it will
permit an orderly transition and thereby provide optimum service to both
providers and recipients; that if there are personnel dislocations tile phase
in time will substantially lessen personal hardship and organizational
problems.
I very much regret that your first knowledge of tills plan reached you in the
circuitous manner which you described. Regardless, I assure vou that any
public statement emanating from this source will In no way be derogatory or
critical; conversely, it will emphasize the significant and substantial contribution made by you and your organization, and will acknowledge that otherwise
it would have been Impossible to Implement the program.
Sincerely,
R. BEtNARD HOUSTON,
Director.

Mr. M CCAB.

This committee has heard suggestions that structures

like Bhle Shield are administrative antiques, incapable of being innovative or relevant, or of dealing with the future, and therefore
should be relegated to some type of institutional scrap heap, rel)Iaced

by a yet unborn governmental agency. That characterization is not
valid. The alternative is inappropriate.

Let me cite recent examples of how Michigan Blue Shield has dealt
and will deal with the issues we face.
Last year, we recognized that a realinement of our corl)orate structure was in order. After an extensive analysis by the executive committee and ou board of directors, a program was submitted to the
members of our corporate body-95 percent of whom were physicians-

under which essential control of the structure would pass to a
combination of consumers. This medically dominated group voted in
favor of the plan, and niow, the public consumer representatives constitute a majority of the corporate body and board.
At Michigan blue Shield we have had a constant awareness of adjustments and changes that have occurred and may occur in medical
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care from a logistic point of view. For several years, we have had
board committees studying these issues.

Early this year, Michigan Blue Shield and Michigan Blue Cross
entered into a joint contract with a group of lysicians to provide
meccal and hospital care on gr'out) practicee prepayment basis to residents of I)etroit's inner city. This was a pilot project designed to test
a technique by which our'subscribers living in that area could use
such fadities if they so desired. This was one of the first such arrangements ever developled involving a Blue 'Cross-Blue
Shield plan.
Only last week we consummated a tentative agreement which we feel
is even more significant.
JTuder this arrangement, the, Michigan Blues will absorb) the subscribers currently enrolled under the Community Ihealth Association
of Detroit, whici is one of the largest prel)aid group practicee programs
of its ty)e in this country, covering some 69,000 peol)le in the )etroit
area.

These CHA subscribers will become Blue Cross-Blue Shield subscribers. But as such they will continue to receive benefits using the
prel)aid group practice method. This means that our Blue Cross-Blue
Shield programs will make available the broadest variety of health
care delivery systems on a basis which will allow free choice of these
systems by individual subscribers.
As preiident of Michigan Blue Shield, I take considerable pride in
the confidence expressed by the board of the community health association and its current president, Kenneth Bannon, who0 is also a vice
president of the United Automobile W1orkers of America.
It is planned that in the future the availability of such choice-betwenllprepaid group l)ractice. and the more classical method of receiving health care-wil be made available to more people and that similar
prepaid group practice structures will be extended to other parts of
our State.
I believe this venture is added proof of the capacity of our organization to meet and deal with the health care needs of people in Michigan
in an efficient and imaginative way.
In closing, I would reiterate two initial points. In Michigan, we feel
we have done the job that. we set, for ourselves. We provide adequate
health care through viable financing and administrative mechanisms
for as many people as possible.
As a result of our corporate and board structures, which I previously
mentioned are publicly controlled, we also provide a method by which
the various entities we serve-those who provide the services as well
as those who receive and pay for it-can effectively set the policies under which these programs are governed.
That kind of close-in involvement could never be duplicated under a
health care system heavily dominated by government.
We also feel that where we have had the opportunity to function
in a positive, cooperative environment, we have effectively handled
the difficult job of performing within parameters established by government.

Let me remind you that we do not feel atypical. What we have done,
other blue plans have done elsewhere.
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If one would attempt an objective view of the historic roles of
government and private entities such as ours in the field of medical
care administration, it would produce a somewhat mixed reaction.
In looking at the past, I think one would have to say that neither
the Government nor the private sector can be completely satisfied
with its performance. Government has done some things v ell, others
rather poorly. We in the private sector can only claim a similar
reputation.
However, neither of us could have functioned at all without the
other.
It seems to me that the mandate of the future to this committee
and Congress and the country is to improve and refine this interrelationship, not destroy it.
Clk
you very much.
Mr. PAMSII. Mr. Cia irman, this concludes our formal presentation.
We will he happy to respond to questions of the committee and to offer
our resources to the committee in its deliberations.
Mr. Ros'rENKowSKI presidingng. It is the intention of the committee to recess until 2 o'clock. If you will, return at 2 o'clock for the
inquiries to be made. Thank you.
(Whereupon, at 12 :20 p.m., the committee recessed, to reconvene at
2 p.m., the same day.)
AF
S88SIN
.k, VRENO()N SESSO

Mr. ROSTENKOWSKI. ML'. Parish, are you reassembled and ready for
questions?
Mr. PARISH. Yes, sir.
Mr. ROSTENKOWSKI. Mr. Byrnes will inquire.
Mr. BYRNES. Mr. Rinehimer, since you collected this material showing the change-in-fee charges in 1Pennsylvaia-and I might say that
this is a real interesting study and it is material like this that can be
very helpful to the committee-did you try to do any tabulation of
the variances from the average?
I-lave you developed any detail in ranges for these procedures?
Mr. RINinmiMEi. Yes, we do have the ranges, sir. They are available
and we could supply them if you wish.
Mr. BYRNES. Do you have them between regions?
Mr. RINEHINFR. Yes, we do. As a matter of fact, one of the results
of this index is our next step. As I mentioned in my testimony, there
are some examples in our index that will be looked at according to the
type of specialty and the type of geographic region, because, in Pennsylvania, economic circumstances vary throughout the State and the
charges differ.
Our next step is to refine this and break it down even further so we
talk to the specialties, for example, that are -performing one
can
procedure.
I might point out that we have four charge class areas. These are
based, really, on hospital service areas. May-l defer to Dr,. Sinclair?
Are there about 163?
Dr. SINCLAIR. 163.
Mr. RINEHMimR. We examined the charges received from physicians
in these areas and found there were certain likenesses among the
charges, and where there was some homogeneity we lumped them into
charge classes.
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Mr. IhYnN-s. Do you find a big difference on the average on a regional basis?
where there is
till,
. lileoslvle
soItheIlstern
Mr. RIIII
more ailluence, you will fil(i tle, (.lui'ges ae'l higher thiani they Would
be, say, in Wifill'ianlsl)ort. So, we luve a handle on that.
Mr. BYINEs. What would )e the percentage Ol tie average on
some of these?
It might range as high as 40 to 50 percent.
Mr. RINEIIIM.
Mr. ByliNEs. The average itself.
Mr. RINJIi.ri. No, I meant the (legree, fr'olm tie lowest to the
highest.
Mr. BYR1NES. Witbin that l)alticulai' region ?
I think there are two areas of ranges tlilt I wotild ie i iterested in.
One is the change between the average of the State aod the range ill)
and down trom that by regions, if you see what I mal, over amid Ulbove
the average.
Mr. R1NFIII3mmi. Yes.

Mr. BYItNEs. Also, within a region, by individual practitioners, the
high and the low on a. given pr-ocedure.
We know we are always going to get differences, but when you are
dealing with large numbers, you can find some physician or surgeon
who is way above or way below- the range and it seems to me that
would be ani interesting situat ion to look into.
It seems to me these ranges might give us some helpful inlforma-

tion.
Mr. RINnlmrI-.A1:It. May I explain it this way, if I may, and Dr.
Sinclair may wish to supplenment my remarks.
I can take a geographic area, sir, and take the doctors within a
given specialty for one l)rocedure. We have data showing us the
complete range within that one area l)y l)rocedure. We have the profile of the doctor's usual charge aid then the top of the range beyond
which we will not go.
When a claim comes ill, even though fees in any one area may differ.
the first thing we measure against is the doctor's usual charge: If that
particular charge and claim is above his usual charge of recordwhich we have and which remains fixed for 0 months or a yearall he gets paid is his usual charge.
Mr. BYINE-. But I assume, then, the patient has to pay the difference. That has been of concern to members of the committee.
Mr. RiNEluimn
i. Not under our private prevailing fee program.
If he is a l)articil)ating doctor, he must accept whatever we decide is
reasonable.
Another doctor doing the same procedure might get a little higher
payment. because that is his usual chargre of record. However. if a
claim comes in from either doctor that is above our lid, we will pay
only the maximum to either doctor.
Does that,clarify it a bit.?
Mr. BYRNES. I suppose what. you are sayingg is you have it in the
computers and could puill it, out, not neeessarily that you have it pulled
out.
Mr. RiNFAiIEii. We can have printouts any time we wish.
Mr. ByYRNFs. As time goes on, we may want to ask you to get some
information that you could pull out of your computer. because I think
there is a. situation here about which we need more information.
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Mr. RINEuIMIPR. We Call withdraw it from the computer and get it
in whatever form is desired.
Mr. By'i,:. I ktnow it study was made on hospitals by a group in
Ohio. Some of the variations mu services that were renderl for a given

disease or given physical problem were very wide and there seemed to
le a consistency aminong certain hospitals that were high in lab work
they wanted to have done.
Do you have your information broken down on lab services and
SO Oin
Mr'. l11I.X
,-II lltl.l. Yes; hy3 doctors.
I would say, sir, that w e have about 2,000 procedures l)roken down.
WouJll that l;e a fair estitnate, )r. Sinclair?
D~r. SW '.l.Yes.
.MI'. lBvlitx.s. I thinik it is most inappropriate for people untrained
ill ille(ie'ill to tell (lotors whNat is proper treatment for a patient. But
as w'P look at sonic of these figures I kind of get the impression that
iilaybe be('aiise of the l)roblei) of malpractice suits to(lay, anybody who
(.oiiI'.: to a doctor for almost aly reason has to go through" the whole
s(ile of ull) eximis aind, of course, pay the costs of it-or their carrier
ilts to )ity the costs of it.
.Al! Iam doing is making a judgment that has no basis. Tt just seems
to the from some of the figures f have seen that maybe tiere is an
eltinett of cost to carries aind constiiumers that is being ballooned by
sone l)ractitioners or some institutions.
I)o you have filly opinion oil that?

Mr. R'xENI. mI . X1
es, as a matter of fact, we are now considering the
develo )ment of a monitoring system of the usual charge. That is, the
in(li itual charge of the doctor.
True, lie lias rising costs find, of course, this wage-price freeze has
ani impact.

Let us assume a doctor wants to change his charge. 'We can measure
that, and we arc thinking about looking at that in these terms: What
would lie derive in additional income? how does he compare to others
of the salme specialty, and in the same area?
.We could say to h1t, "You are waylup here and your colleagues are
just here. We think you ought to come back to this particular level."
As I see it, sir, you are trying to reduce, o1 alleviate, the amount of
variation you (oul get in the number of charges for a specific procedure 1)y the doctors.
Mi'. Bi'm1x's. Yes, without trying to determine whether a particular
doctor has a patient requiring treatment which is somewhat different
from the average, andl therefore, calling for a higher cost.
Maybe the problem would not be as great for another case and the
fee mightli1e lower. What we are looking for is the overall average for
a given procedure, and what the reasons are for being above the averagte and, therefore, in a sense, really pulling the average up.
Mr. RINEI[IMER. We now have tho mechanism to zero in on some
of the questions you are raising.
Mr. BlyiNm . To what degree do you have a system in Pennsylvania
which calls in a peer review procedure?
Mr. RINmIiMt. As I mentioned earlier, if a charge comes in and
is equal to or less than the charges we have on record, there is no
problem; that sails through.
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If his charge is above his usual charge, we reduce it to the usual
charge.
Now, let's assume his usual charge is above the lid, o1 90th percentile or, in medicare, the 75th percentile. You may have to have
further review, and it is at that point that we begil to go u1) the
ladder.
We have our medical directors look at it and, if it is a tough case,
we refer it to the Peer Review Committee.
We have found that. the speciality committees are very effective
back home. Rather than going to a county society, the specialty
societies have representatives from all over the State. When we take
our cases there for peer review, we get a very good adjudication and
we have found them to be very fair.
Mr. ByJiNEs. It is easier' thai having them done by their local
associates, too, is it not?
Mr. RINE
tMER.
There is n a(lvantage there because you have
greater objectivity.
I might mention one more thing if I may, which I would hope the
committee might keel) in mild.
There is much talkc about what mechanisnis you can use to keep
physicians' fees at a fairly stable level-how (1o you keep them frozen
and so on-but there is more to it tlan that.
There is the matter of utilizationi itself. As f mentioned this morning,
you have postl)ayment review. That is fine. However. we are finding
that prepayment review is even better.
Now, the real mt,of the thing, the real nitty-gritty, is getting down
to quality of care. And the professions. , providing you ha%'e the data
they can analyze and evaluate, can establish criteria oil parameters that
get down to the level of patient care-even before anything happens.
It would seem to me if we were able to develo) with'the l)rofessions,
and there are some dedicated man willing to work hard to develop
these standards or guides, you also are going to mitigate the problem
with malpractice insurance.
Do you have anything to add to that, Doctor?
Dr.'SINrCLAmI. No.
Mr. B3yrEs. Again, this is just an offhand judgment and I would
like your reaction to it., but it seems to me that in some of these cases,
rising costs are probably related to what is happening in the mialpractice area, in that the doctor has to take such great precautimns and that
taking those precautions is a big item of cost?
Mr. RIi'EnjiiEtm. That is correct.
Mr. BYRNES. The question is: Whether those precautions are that

valP.blc to the patientss generally? But everybody has to pay the bill,
and doct:ws lave the problem of the insurance itself, whIicl is hilgh
cost. They are sort of practicing, I suppose, cautious medicine with
an eye on malpractce.
NM'. RINEmriE,. 'That is true. There is a defensive practice.
Mr. BYairNs. That is right, it is a defensive practice of medicine. I
would not asume that, that means better medical care results. We are
giving more costly, but not necessarily better, medical care.
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Would you agree?
Mr. RINE1IIM1.I. Yes. I have had one doctor say he took a diagnostic
X-ray to find out what was wrong with a person. This was in a metro-

politan area. He took another one so that in cas there was a malpractice suit, he could not be accusexI of not being thorough.
If we could got down to the level of patient care even before the
care is rendered; it would seem to me we could help them and they may
be willing to forsake some of these extra tests that they are now
undertaking.
Mr. BYINFs. I thiink that is all, Mr. Chairman.

Mr. GmREEN. Thank you, Mr. Byrnes.
Mr. Burke?
Mr. BuRKE. One of the big advantages Blue Shield has is the concept of participating physicians. That is the (loctor.s agree to take full
payment so the )atient does not have to pay anything more.
Do you think this would be a good concept to follow in medicine and
in other public programs?
Mr. Plusil. As you have indicate( already, this is the concept of
Blue Shield. It has been our wvay of doing 1)usinefs, at least the vast
majority of our business has been done in this way for years.
Yes, we feel very strongly about this. It incorporates the concept
of predlictability for the l)atient, so that when he has an illness and
incurs a bill, le knows that bill will be taken care of and le is not
guessing what will be left over.
Mr. Burtiu. I think the whole weakness in health care is the problem of the participating physicians.
What do you do about the physicians who do not participat?
Mr. PmIusi. The system varies. In the vast majority of instances, in
the plans which operate under this system, if a physician is not participating in the program the payment for that service is then made
to the patient, who then makes his own arrangement with that physician for payment.
There are some variations on that theme, but by and large, that is
the wvay it works.
Mr. 3uJxE. Is Blue Shield located in 50 States?
Mr. PARISH. All but two, Alaska and Louisiana.
Mr. BURKe. l)o you people have a breakdown on variances in cost
State by State?
Mr. PARISH. We are in the process of accumulating that kind of information through the Blue Shield Index, which we referred to in our
testimony, and about which Mr. Rinehimer has already commented on
in Pennsylvania. Mr. McCabe also has a similar approach in the State,
of Michigan. So, yes, this is being developed.
Mr. BuRKE. I aim interested in Massachusetts.
Mr. PARISH!. We will have that information.
Mr. BURKE. If you can furnish any information to us, it would be
helpful and the studies that you make, it would be very helpful to the
committee.
Mr. PARIsH. We would be very happy to give you whatever information you wish.
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(The information to be supplied follows:)
MASSACIUSETTS

PHYsIcIANs' FEES

Massachusetts Blue Shield has been interested in the costs of medical services
since the inception of its operations in 1942; however, with the advent of Title
XVIII (Medicare) this Interest intensified.
We have conducted various studies In order to determine whether the physiclans in Massachusetts have charged the same fees for patients over 65 and for
patients under 65, and whether our Usual and Customary Fee Program Is inherently inflationary. The studies comparing charges for services rendered to
senior citizens and patients under 05 have consistently shown that these charging
patterns are identical ;thus the fear that physicians would take advantage of the
Medicare Part B program was unfounded.
Since 1907 we 'have been administering ti medical reimbursement program
known as Usual and Customary which is similar to the payment system under
Title XVIII known as Customary and Prevailing. Using data derived from these
programs, we have comparedclrges made by Massachusetts physicians with the
United States Consumer Price ndlex (U.,S. (51I) and with the Physicians' Fee
Component of -the U.S. CPT. As Is already well known, the Physicians' Fee Component of the U.S. CPI has increased at a faster rate in the last few years than
the overall U.S. OPT. However, as ean be seen on Figure 1, the fees charged in
Massachusetts from June 1967 through August 1971 have increased, but basically

only at the same rate as the U.S. CIT. In other words, physicians in Massachu-

setts have reflected the general inflation in the United States.
From Table 1, we can see that if we use ,June 1967 as our base period (100),
the U.S. CPT rose to 122.5 by August 1971-a 22.5% increase. In contrast, the
fees charged In Massachusetts rose by 24%, a statistically insignificant difference while the Physicians' Fees Component of the U.S. CPT rose, in the same
period, by 31.60%. Moreover, except during the time period December 1918 to
June 1909, the rate of increase between Massachusetts physicians and the general cost of living was similar and (apart from the same time period) was
considerably lower than the increase in the Physicians' Fee Component of the
U.S. CPT.
We believe that tile degree of cooperation between Massachusetts Blue Shield
and Massachusetts physicians Is instrumental in holding down the increases
in physicians' fees. Furthermore, not only do we obtain a 5% discount from all
participating physicians, but we also pay only the lowest of a physician's charge,
usual fee or customary fee, thus helping to hold down the total payments made
for physicians' services.
For example, from February 1971 through November 1971, we received
claims for subscribers covered under our Usual and Customary contracts for
charges totalling $33,346,287. After applying our Usual and Customary criteria,
we paid $29,788,325 before applying the 5% discount, thus paying out only
$28,298,909-84.9% of charges. This demonstrates that with the cooperation of
the physicians in Massachusetts, we are savinig the consumers of medical services nearly 11% through the use of our Usual and Customary Program, and
an additional 5% because of our agreement for a discount.
TABLE I
Massachusetts

June 1967 ..................................................
December 1968 .............................................
June 1969 ..................................................
November 1970 ............................................
August 1971 .............................................
Source: Massachusetts Blue Shield and Medicare pt. B claims data.
Source: U.S. Department of Labor: Bureau of Labor Statistics.
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Mr. ScIINPI.,uI. I was not aware of the great stride the Pennsylvania Blue Shield has made and I am very impressed. I think you have
done a great ob of stewardship? with your responsibility.
I would also like to .compliment you upon having a very fine executive assistant in Dr. Sinclair. He was our family pediatrician
for a long time. He is not only a fine guy but he has a great deal of
professional competence.
Mr. BviK&. I forgot to mention the name of Jerry Hem. He has cooperated with our office and Jelped our office over the years anytime
any constituent had any difficulty with his medical bills. I want to
congratulate and compliment Blue Shield for their work and cooperation.
Mr. SCHNEELI. Mr. Rinehimer, specifically, on Friday, we had
two witnesses from eastern Pennsylvania and they were both in
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laboratory research work and lal)oratory development wherein they
felt that their particular activity helpedto relieve the pressure of the
workload on the doctor.
One was a Mr. I)iamond, as I recall it, and another man, whose
name I have forgotten, had on his board 8 or 10 eminent doctors like
Dr. Ravdin from Pennsylvania.
Neither was licensed by the State to do this, and I wonder, No. 1,
whether your Blue Shield Association has had any business activity
with these people and, No. 2, how (lo they qualify in competence and
how is it. determined whether they are it legitimate medical activity
that knows wNhat they are doing?
Mr. RIINAIIIMIEI. W e are due to have a conference with Mr. Diamond.
As a matter of fact, we should have had it last month, but we have
not gotten around to it. The reason he would like to meet, with us, Mr.
SciIeeli, is this: At the present time, we pay the doctorss who render
laboratory or l)athological services.
Of course, the doctor may send them to the laboratory. Ie may
order the work and the laboratory actually does it. We will pay the
subscriber when he submits a bill to us given to him by the laboratory.
The subscribers would like us to pay the laboratory directly, providing it is ordered by a physician. This is what Mr. Diamond is
concerned about.

Under our present. Regulatory Act we can only pay for the services
provided by M.D.'s, I)I)( s and i)odiatrists.
Mr. SCII NE:iEl1. rhis is through your Charter with the State?
Mr. RINEI] IMER. That is correct. At the present time, we have
no authority to pay the laboratories directly.
Mr. SoiNrxEEBiT.. I can see in this field the second fellow who
testified went through virtually the whole physical example gamut,
that. a doctor would take, and as I say, he was very properly endorsed
by some very good medi.oia1 authorities.
It seems to me with our doctor shortage, there is an area here where
a group of this type can relieve some of the pressure on the doctors'
workload. Since they are not subject to State licensure, how are we
going to determine who is competent, and who is not coimpetent to do
the job ?
Mr. RINEIIIMEiR. At the present time we do lave this under Medicare. Since we are not bound by our charter under the Government
program, we do make payments to independent laboratories.
As to their qualifications, we accept them )rovided they have been
approved by SSA. I have forgotten what criteria they use for approving them.
Dr. SwrCLAIm. In Pennsylvania, the department of health gives that
approval.
Mr. SCIINEEBmELL They don't need a license, but they are recognized

before payment is made,,
Mr. ismMiEmm. Yes, they must be recognized by the department of
health.
Mr. ScIINEEiELI. Otherwise, it could give rise to people who could
stray all over the place.
Mr. RINEIimiER. That is right.
Mr. SCIINEEBELL When you find a program in a State that is very
fine and adaptable, how do you get other States to accept it and im.

plement it?
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flow do you put it, into effect in other States?
Mr. P.insir. We have a program called plans review, Mr. Schneebelt, which we do routinely. If we determine upon review of a plan
that there is an area that cal be decidedly improved by adapting a
procedure of another plan, we will tell them of the other program. I
have yet to see any plan reject a program that is demonstrably better.
Mr. SOIIXHEEB.T 4 . wasn't this plan helped you to put into effect
certain national program that prior to medicare you might not have
been able to do?
In other words, has the process of medicare by which you operate
been helpful to you and all of your other associations in putting into
effect, other flat1ical programs ?
Mr. P.\musii. Are you talking about this in the content of benefits?
Mr. SOINnEIA. Or programs that you find.
Mr. Pkits i. I would say it has been helpful to some degree.
As Mr. McCabe testified earlier, Blue Shield plans made inoperative
moves before medicare caine into being. These were ini major pacesftting accounts like our national accounts the motors accounts in
Michigan and the Federal programl here. lhey are all highly comprehensive programls which aye expanded horizontally by consistentiy adding new benefits and u)grIadng the degree of those benefits.
Mr. SC NEEIII.I 4T. Have the requirements of medicare and guidelines
helped soe, States l)ecome more efficient throughout in their other
programs as well?
I am not referring to these two States which you mentioned as being
very competent but you may have a state where as a result of the guidelines established an'd requirements, it would have helped them?
Mr. PARISH. Yes, it was helpful in conjunction with our regular
programs.
Mr. SCHiNETBEm. It has persuaded them to adopt programs and
audits which would be helpful in all of their programs?
Mr. PAISI. Yes,'it had to help.
Mr. V, Nni. On laboratory services, which you generally do not colnpensate for directly, is it the practice to cover payment for those when
it is mirt of a doctor's bill?
Mr. RINEIiiMER. Yes, it is.
Mr. VANIK. I understand, for example, on blood testing that with
computerized equipment, sonic places in the country are able to get
almost a c6mnplete blood diagnosis, except for one or two items, for
aboupt $15.00.
I have had a personal experience in which the patient went out and
had some blood tested and the doctor charged $137 and the carrier
paid for most of it.
As a matter of practice, do we just take the doctor's billing on that
service or should t he submit the laboratory bill ?
It seems to me that if he is going to have a markup on laboratory
services, that we are really exposing the system to an extraordinary
compensation burden.
Mr. RINEI ME. Sir, we have run into this problem of the markup.
As a matter of fact, we have made a concerted effort to go out to all
of these laboratories and find out what their type of business is and
what referrals they are receiving from the doctors.
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As a matter of fact, we wouldd supply to you the types of letters we
use and the followu l) we do to 1)reclude the markup to which you are
referring, sir.
Mr. VANIK. Why not simply say that where a doctor's bill is going
to include laboratory services, lie should just rel)ort the actual cost
of the laboratory services, whatever it was.
I am assuming he is not in the service of retailing this type of
service. Ie is in the business of analyzing what has been provided by
others.
Why should lie he entitled to any markup at all on laboratory services that, he has ordered for a patient?.
Why should you pay out for any such markup and why should lie,
under your rules or regulations, be allowed to make such a markup
for the services of other people .
Mr. PARISH. If I Many comment Ol that, Mr. Vanik, I am totally
in agreement, and this, 1 believe I am correct, is the position of the
American Medical Association.
Mr. VANIK. Is there sonmthiing in the code of ethics of the Medical
Association that prohibits such a inarkup for the services of other
people?
Mr. PARISlH. This is my understanding of the position taken by
the American Medical Association.
Mr. VANnIC. Isn't this a matter of ethics? Is that one of the canons
I can point to and say this particular section of the code of ethics
prohibits a markup in the rendering of other services for the illness
of people?
Mr. PRILS. I don't know.
Mr. VANIK. )o you think we should try to get the American Medical Association to adopt that as a matter of ethics. Perhaps you don't
want to comment on that, but it seems to me that one of the great
expenses to your system and to the subscribers is this markup of services and I contend is a rather widespread activity.
I think that throughout the country you are probably allowing a
rather extraordinary generous compensation on medical ;ills in which
there is the markup on services rendered by others.
If my laboratory charges $25, I don't think the doctor ought to
charge more than $25. He ought to say "'XYZ" laboratories, $25, and
in any controversy, you ought to be able to produce that bill from the
lab.
Mr. McCABE. I think what, you describe is desirable and is what
happens most of the time.
Mr. VANIK. I have a couple of bills in my pocket where that is not
the case.
Mr. BYnxINS. Put them in the record.
Mr. VANIK. Yes; I will.
Mr. MCCABE. We process 20 million claims a year in Michigan alone.
I think somebody said the public is 98 percent honest and somebody
answered; "Everybody is 98 percent honest."
Mr. VANIK. That is not enough.
Mr. MCCABE. The. description of the process is the way it works
most of the time. We try to keep abreast of adjustments in the way
medical care is delivered and in the area, of X-ray and laboratories
where there are constant changes almost daily. This means recodify-
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ing benefits as they are actually rendered and it means passing on to
the public the savinngs which occur in this kind of scientific development. The automated laboratories that you describe are not priced
the same way as if 15 individual lab tests were,performed.
eVe
only allow physicians to bill so-called carrying charge or socalled I)rofessional fee on top of the services they perform. For the
latter, they are being being paid not for the lab tests but for their
interpretationls.
Mr. IT,%NiK. Tremendous savings wouhl result if you were just to include the direct Coml)enlsationl to the laboratory for such services as
are ordered by the physician ? That would give you the opportunity to
determine which laboratories are, qualified and which are not. If we
took that item out of the( doctors bill so that it wollld be paid as a part
of a 1ersoii's Blue Shield service, would that not really save a great
deal of money for the system and for the subscriber anl(also providee
a good method for (letelmining the quality and the kind of work that
is coming out of the laboratories?
Mr. M(,m.. [think in some circumlstances it might help. There is
some danger you might get one of the things we heard criticized this
morning; even greater specification and more fragmentation of the
various billing professions. But I think on something as substantive as
laboratory work, it does have merit.
Mr. VANIK. )o you think there might be merit in having that directly )aid l)y the'carrier on the presentation of the laboratory bill ?
e't me ask you this, in connection with Blue Shield, is there any
effort to bring about some sort. of a common approach to the problem
of ad(lin,,r services that are insured and that are handled by Blue
Shield as a carrier?
Mr. 1PAmuSl[. It is, as Mr. Byrnes indicated earlier, a problem. We
doi't know the size of the problem.
As you know, a Commission on Malpractice has been formed. Our
General Counsel who is a very knowledgeable attorney, and a man who
has spent, a great, deal of his time in legal medicine, is serving on that
committee.
We are hopeful that real results will come from it. It is a difficult
thing to measure because we can't isolate it. We know it is there,, but
we don't know its volume.
Mr. VANIK. Is it possible lower rates might be offered where the subscriber would waive his rights on malpractice ?
If malpractice is becoming so great a cost item is there some way of
reducing the costs by having a waiver of the claim by a subscriber in
other words, a lower premium for the coverage if he waives his rights
in lly malpractice matter?
Mr. PARISi. It would take some study to determine this. I am not a
lawyer.
iir. VANIK. Doctors tell me these premiums have just gone out the
window. I am just wondering whether or not we should not consider
something like no-fault medicare. I think we have to trust the people
who are engaged in health that they are not going to deliberately do
something wrong although accidents do happen.
We might have to come to that sort of concept in order to help hold
down these costs that are just going out the window.
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Have there been any proposals that you know of to consider something like no-fault medical health service'
Mr. PARISH. Not specifically, that I am aware of. I am sure it has
been discussed.
Mr. CONABLE. I am sorry not to have heard all of the testimony,
gentlemen.

Did you have in your testimony anywhere the national percentage of

people covered by Blue Shield?
Mr. PmIusIi. Ioughly, one-third of the population. We have some 66
million people in our underwritten business-private business, that
is-and about 13.5 million whom we serve as fiscal intermediary.
Mr. CON,Bi . In Monroe County, N.Y., 83 percent are covered by
Blue Shield. Is that unique?
Mr. PAxs. Not unique because it almost matches the figure for

Rhode Island. But it would be a tossup between Rhode Island and the
Rochester area.
Mr. CONABI x. Monroe County must l)e quite unusual if only onethird are covered nationally. There are only two States in which you

do not have coverage; is thai correct?
Mr. PARISH. That is correct.
Mr. CoNABXL1. Is there any great difference in the administration of

the program in an area where the coverage is as great as it is in Rhode
Island or Monroe County, N.Y.?
Mr. PARISH. These are autonomous organizations and, with the ex-

ception of certain national accounts, they do vary.
Mr. CONABiJ. Are your administrative costs small in an area where
you have such universal coverage?
Mr. PARISH. I don't recall what they are. But I would say both of

them, perhaps because of the relatively small geographical area they
serve, would be lower than a much larger area.
Mr. GIBBONS. Are there any physicians who limit their practice to
part B medicare-type patients?
Mr. PARISH. Not that I amaware of.

Mr. MCCABE. I would say very few, if any, unless they were specialists in geriatrics. You do find very often, because of the geographic

location of their practice, that some physicians wind up having pos-

sibly more medicaid patients. But I know of none that concentrate only
on medicaid patients.
Mr. GIBBONS. How many physicians in the United States do we have
who made more than $100,000 out of medicare in 1969?
Mr. PARISH. I am sorry, I cannot answer the question.
Mr. GmIBONS. There were some who made more than $100,000 out of

medicare in 1969?
Mr. PARISH!. I understand that is a fact.
Mr. GIBBoNs. In what area in the United States are there the largest
number who made more than $100,000 out of medicare in 1969?
Even to a lawyer, $100,000 is a lot of money, and I guess it is a lot
of money to a doctor. I would think those of you who are administering the program would know where that kind of anomaly turned up.
Mr. PARISii. I think the two States where this occurred were Now
Jer ey and Florida.
Mr. GIBBONS. Can you tell me how many in Florida made more than

$100,000?
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M r. PARIsH. No, sir; I cannot.
Mr. GBBONs. How about New Jersey?
Mr. PARIsH. I caoet.
Mr. Gmnor s. How al)ollt Michigan ?
Mr. McCAE.:. My recollection is in that peio(l there were some 88
that received more than $25,000. I think one of the difficulties in identifying payments of this type is that very often they are pay points
rather than individual )hysicians.
There are groups of physicians who have ia common pay number,
functioning as a groupl)practice in a small clinic. Another problem I
think we have to recognize is that the statistic that is most used publicly
rel)resents gross payment.
It does not taken into account the overhead of the physician or the
clinic or hospital. And that varies anywhere from 30 u) to 70 percent,
depending on the nature of the practice and its location.
Mr. GIBBONS. You can't tell me yes or no that any physician (lid or
did not make over $100,000 in Michigan on Part B In 1969?
Mr. MCCABE. I know of one medicaid, but not medicare.
Mr. Gulnoxs. Let's take $75,000.
Mr.MCCABE. My only recollection is the 84 who made $25,000 or
more.

Mr. Ginors. My recollection is 82 made more than that.
I don't know why they jimmied up the figures here so you can't figure
out how many male $100,000. They have some way of disguising the
figures so you can't tell, unfortunately. That is why I asked the
question.
Let me read you a report from Social Security al)out Michigan:
"The overall quality of the care reported were generally inadequate
and most of them had to be returned for additional development."
Then they go on to say, "We are still awaiting final development on
the Michigan program."
Do you use peer review in Michigan?
Mr. ICCABE. Yes, we do.
Mr.GiBBONS. How many times was it used?
Mr. MCCABE. It depends on the technique you are talking about. We
will go with individual physician cases to various committees.
We will discuss pattern with them, too. rhose 82 cases involved
clinics, hospitals, and physicians. In the course of our later examinations we used peer review committees in particular counties.
Mr. GIBioNs. In three cases out of 82?
That is what HEW says?
Mr. MCCABE. I can't comment on the report you are referring to because I don't know what you have.
Mr. GIBBONs. You pointed out Florida was at "horrible" State but
in Florida appar-ently they referred practically all of the cnses back
to peer review and covered at lot of money in Florida but I don't
filn that true in Michigan.
Mr. MCCABE. I think it is true in Michigan. It depends on what
ou mean by peer review. Peer review can be internal or external. At
MIichigan, we have seven staff physicians who spend a good deal of
their time on peer review.
We use the external specialty societies, county societies and regional
committees to review patterns of care? With 120 million claims in-
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volving individual cases to go to peer review, the shortage of physicians with which we are now dealing would determine the type of peer
review you must use.
Mr. OiBoNS. Line B says "number of cases referred to medical care
review, and this is out of 82 cases. Either social security is wrong
Mr. McC,%iw. I would h(,sitatve to say anybody is wrong. I think
what constitutes lisp or abuse )))ay not aiwatys be ap)l)ropriat.
The receipt of moneys in large amounts does not indicted that
someone is abusing tie'program.
Ife could I)e thme only pliysician, which was true on the west side of
Micligan, in a case that lvame soiiethiuig of a cause celebre.
ire may be the( only phIysicianu relidrin c(are in a ghetto area and
if he hal;l)ens to be a1collgenital workhiorse, he not only makes that,
money, but he servess it.
When we have analyzed cases like tiis, and we have submitted avI)rol)riatO re)orts to agencies indicatiufg what al)lrOl)riate judgment
would l)e, and we have gotten l)ack reports that services were unnecessary or services were billed in excess of what could be considered
reasonableMr. GInowNS. Apparently, tlre is a wide variation in the peer
review l)rocess throughout the 48 States that you cover; is that correct?
Mr. M
I(Im..
I would say tlat is right.
Mr. GImoNs. Hlow should comnpanies or associations like Blue Shield
be regulated?
Should they he regulated l)y States or by the Federal Government?
Mr. PArSI. Our feeling A'ith reference to any Government programs-mandated, or otherwise, family health insurance program or
whiatever-is thait cc tain guidelines, 'regulatory guidelines, should
be estal)lished by the Federal Govermicent and the enforcealment of
those regulations should be left to time States. As we stated in our
testimony, the Federal Government should step in where a State has
failed.
Mr. GunmoNs. Isit that pretty much what we have been doing anyway?
Mr. PARISH. Not really, no.
Mr. GriuoNs. HEW lays down some guidelines or at least they did
in the cases of over $25,000.
You are advocating what we are doing, anyway?
Mr. lARIIsI. You are speaking about a program like medicare?
Mr. GwiBoNs. Like the one we have now or any future one. Should
we leave it to the States like we have in the past with just a little
general direction from the Congress and from 1I;W?
Mr. PAmsn. We are talking about considerably more than just a
little direction from the Congress.
Mr. GnmoNs. You would say we need more than we have now?
Mr. P.xmsI. I think we need a policy and within that policy some
guidelines, some parameters with which States can deal.
Mr. GiBBONS. Thank you.

Mr. ROSTENOWSKI. Tliank you, gentlemen.
Mr. Maisonpierre?
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STATEMENT OF ANDRE MAISONPIERRE, VICE PRESIDENT,
AMERICAN MUTUAL INSURANCE ALLIANCE
Mir. MAISONIEIIE. Mr. Chairman and meml)ers of the committee,
my name is Andre Maisonpierre and I am vice president of the

American Mutual Insu rance Alliance.
We are a voluntary association of 100 mutual property and casualty
insurance eonipanis -which l)rovide workmen s coml)ensatio., automobile, and other l)rol)eity-('asualty coverages in all 50 States and the

1)istrict of Columbia.
Our role las been significantly different from the one usually played
by government and health insurers. Whereas they have l)een (ncerned

with the broad spectrum of health, we have hid the opportunity of
specializing in the management of traumatic medicine.
It is in our role as such managers that we address ourselves to you
today.
We apl)pre(iate the op))ortumity of p)resenting our views to the committee.

Since our oral statement very briefly summarizes our full statement,
we respectfully request that the full' statement be made part of the
record.
Mr. ROS'rENOWSKI. Without objection, your full statement will be
made a part of the record.

(Statement follows:)
STATEMENT OF ANDRE MAAISONPIERRE, VICE PRESIDENT, AMERICAN MUTUAL
INSURANCE ALLIANCE

My name is Andre Malsonplerre and I am vice president of the American
Mutual Insurance Alliance, the major national association of mutual property
and casualty insurance companies. Our member companies provide workmen's
com)ensation, automobile and other l)rol)erty-casualty coverages in all fifty
states and the District of Columbia. As property-casualty insurers we have
played an iml)ortant role in protecting American consumers against medical
losses. Our role has, however, been significantly different from that usually
played by government and health insurers. Whereas they have been concerned
with the broad spectrum of health, we have had the opportunity of specializing in
the management of traumatic medicine. It is In our role as such managers that
we address ourselves to you today.
We welcome these hearings because we are confident that this Committee, after
listening to the numerous witnesses who have asked to testify, will forge a health
insurance plan In the best interest of the Nation.
There are a number of important principles which we believe are essential In
structuring a national health program. We would urge the adoption of a plan
based on the broadest possible access to health care as can reasonably be supported by our medical delivery system. Although we recognize the superficial
attractiveness of catastrophic illness protection, we believe that one cannot Ignore
the needs of those requiring basic medical care. We agree with Secretary
Richardson that enactment of catastrophic illness coverage will lead to "an even
greater proliferation of costly facilities and specialties at the expense of more
basic needs" and that greater fragmentation of the health care and financing
system that we presently have should not be permitted.
As we urge the Committee to make health care available to the broadest number of people, we must also then support a forcing mechanism to insure that such
benefits are in fact made available. Our natural distrust of "compulsion" would
lead us to suggest a voluntary program. However, we must recognize the limitations inherent In any voluntary approach. Certainly, there are no administrative reasons why an insurance system could not be compulsory. Let me stress that
our companies have for many years effectively administered a variety of compulsory insurance programs and that no major complications are foreseen with a
compulsory national health insurance program.
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As spokesmen for an Ihlortant segment of the private Insurance industry, it
goes without saying that we support ii major role for private insurance carriers
In tie finanlcilng and aldlnistration of any national health insurance program.
Although we do not quarrel with some of the criticism of the existing private
health Insurance system, no one can overlook the fact that no other country In
the world has ever developeda voluntary health insurance iirograin of the scope
presently existing In this country. Our voluntary system his brought healthcare
benefits to a multitude of millions who would have blind to go without had it not
been for the ingenuity of lhe private enterprise system. The fact that governmenet did not liave to divert billions of tax dollars to tle health field has allowed
other socially desirable programs to develop. We recognize that there are certain
Iliilttlms to tlie private system ind1ihat considerations might have to be given
to sonie iMssible government InvolveImenlt. I however, we are unalterably opposed
to tile nationllizat lo0l of the health Insurlnce industry.
Today we want, to alert the Conmittee to the serious Impact which the enactment of national health insurance will have on other insurance systems-to
the extent that such other systems presently play a major role as medical
benefit distributors and on the consumers which are served by these other insura nce lprogramns.
I. TIlE IMPACT OF NATIONAL IIEALT1I INSURANCE ON TIIE COST OF MEDICAL OARE

It is generally conceded that there are shortages and maldistributions of
manpower anti resources in the health care delivery system. Although there
are any number of pending government and private reform programs and proposlls, there necessarily must, be it delay before any become fully operational,
find1 hav( a noticeable effect on tie availability of health care services. We will
continue to have therefore, for a number of years, a scarcity of services. As a
result, the costs of medical care should continue to rise more sharply than other
(omlonemits In tilie (ost of living Index as the consumerr bids for services In a
comparatively sca ree market.
Will increased health insurance coverages as visualized in the proposals currently before this Comnittee solve time problem? We think not, an(d would
indicate our agreement with Mark Pauly, that "Increased insurance coverage
would probably tend to make prices rise higher even more rapidly. Insurance
coverages increase the demand for care, which pushes up the prices of inputs
that are In short Sulply, and it encourages people to use higher cost forms of
care. At best, Increase(d insurance coverage will not alleviate higher prices, and
It Is likely to make Men higher." I Evidence for this is generally Indicated by
the experience following tht, enactment of Titles XVIII and XIX of the Social
Security Act where the average rise in i)hysicians' fees, for example, almost
double(.
As casualty insurers we are extremely concerned over the potential rise in
costs whicli couhl b)e Iprecipitated by national health Insurance, and the possible
resulting deletorlous effect on the recipients of casualty Insurance benefits. We
ar concerned because it will, In all probability, have Impact on our ability
to exert wonie measure of cost control in

tile t rUna

care sub-ssten.--our

niajor

area of responsibility InI the overall health care system. For although trauma
care, or if you will, medical care for the accidental Injury, is an identifiable
sulb-system, the major elenmits of cost, i.e. hospital care and physicians' services, are based on time suply-d(miand relationships which govern the total system.
Dnimnds in our case, however, are acci(lent generated while in health insurance they originate with the consumer. In short, national health insurance will
probably not materially affect tih medical care demand curves of our benefticiaries-for iio one wants an aceldent-but it most assuredly will Increase the
amount of ioney we will need to pay for those services on a per-unit basis. A
situation is thus created where although our beneflclaries do not contribute to
Increased deniand, they nevertheless will be forced to pay higher costs generated
by the demand.
II. TIE IMPACT OF NATIONAL IIEALTIt INSURANCE ON TIIE REGULATION OF THE PROPERTY AND CASUALTY INSURANCE INDUSTRY

In testifying before this Committee, Secretary Richardson stated that "regulation is a necessary corollary to the mandating of private insurance." Although
1

Mark Pauly, National Health Insurance: An Analysis, pg. 3.
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we have not as yet had an opportunity to review the Administration's insurance
regulatory' proposals, and, although the Secretary has indicated that "we have
sought to build on existing foundations, while at the same time Improving and
strengthening them." We are much concerned at the impact which any Federal
regulatory system alned at controlling the health insurance business will have
on the ability of the i)rolierty and casualty Insurance business to serve its policyholders.
Since the enactment by Congress In 1945 of the McCarran-Ferguson Act,
wherein Congress delegated to the states Its authority to regulate insurance, the
different states have developed a high degree of (ompetence in insurance regulation.
This is particularly true with respect to property and casualty insurance
where the objectives of state insurance regulations have been, on the one hand,
to ensure an adequate insurance market for a continuously expanding economy
and population and to protect the public from excessive premium charges and
company insolvency.
The continued implementation of these sometimes conflicting objectives would
be seriously threatened by the superimposition of a federal insurance regulatory
system which might have different objectives and which would fail to recognize
the pervasive nature of existing property and casualty insurance state regulations.
Although we recognize that the Administration is seeking to limit the federal
regulatory involvement to health insurers, and although we represent companies
that write primarily property and casualty insurance coverages, some of our
companies also do write a limited amount of health insurance. It would obviously
not be possible for the Federal Government to regulate a small portion of a company's operation without regulating the totality of the company's business.
We do not believe that a dual federal and state regulatory insurance system is
in the best interest of either our companies or their policyholders and we strongly
believe that federal regulation of the limited health insurance operations of our
property and casualty insurance companies would seriously affect the existing
state insurance regulatory mechanism.
In fact, just about every Administration regulatory proposal already applies
to the property and casualty business.
HEW would, for instance, require the creation of a mechanism to protect
consumers against the insolvency of health insurance carriers. A federal mechanism would also be established if the state failed to pass the necessary legislation.
We must stress that forty-eight states have enacted insolvency protection covering all lines of property and casualty insurance. All property and casualty
insurance companies are participating in the state insolvency mechanism. Superimposing a federal mechanism on these companies which already have worked
out a program of consumer protection will not only add substantially to their
cost or operation but will also subject them to duplicating and often contradictory
requirements.
HEW also suggests the application of "file and use" to health insurance
premium rates. Again, at a minimum today, property and casualty insurance
rates are already subject to such regulations. In fact, a number of states require
the approval of all property and casualty insurance rates before their being
placed into use by insurance companies.
Secretary Rti(lardson proposes the creation of insurance pools in every state to
ensure available health insurance coverage for all Americans. Here again, the
property and casualty insurance industry already has structured state pools
and programs to make available adequate property and casualty protection to
everyone seeking such protection.
As to the requirement that health insurance companies inform prospective
Iolicyholders as to benefits, exclusions, premium costs, and delivery system
choices, l)roperty and casualty insurance policies and forms muit, in every case,
be approved by state insurance regulators before being issued to the public.
This brief and incomplete description of the present regulatory controls over
property and casualty insurance is meant to indicate that it will be extremely
difficult to structure a federal regulatory insurance system limited to health
insurance. If, however, a federal insurance regulatory ssytem is established
without carefully recognizing the impact which such a system might have on the
existing regulation of the property and casualty insurance companies, then one
must expect great confusion and serious dislocation to arise wbich will seriously
affect the very foundations of the property and casualty insurance industry.
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In view of the serious impact the Administration's proposed health insurance
regulation program may have on the property and casualty insurance business,
we would appreciate the opportunity to file an additional statement with this
Committee, once the Administration bill has been introduced.
III. Duplication of Bcncflt
As we have already indicated, there are billions of medical benefits paid today
by the casualty insurance business. These benefits finance the cost of traumatic
medical care of the industrially disabled, the automobile accident victim, and the
care of those who have been injured as the result of someone else's negligence.
Recognizing the inherent waste and inefficiencies arising from duplication, we
believe that any mandatory health insurance benefits should not duplicate other
government mandated medical benefits. Without proper coordination of benefits,
it will be possible for some beneficiaries to receive indenmnifleation exceeding
their actual economic losses, while others may receive less. Persons receiving
more indenmniflcation may be inclined to malinger or to over utilize health care
facilities. Both malingering and over utilization have an adverse impact
ul)on cost. Further, to the extent that there is benefit duplication, there exists
an overcharge for the financing of health care, an overcharge which is not
economic when one considers the aggregate costs Involved.
It is obvious that to eliminate such duplication, insurance benefit coverages
must be made mutually exclusive of each other. The decision of which insurance
system should be responsible for the ultimate cost of the benefits should be
based on how the different systems best achieve important public policy objectives.
We hope to convince the Committee that national health insurance should, to
the extent possible, limit itself to areas not covered by other insurance systems.
We think that it is of major importance to internalize the cost of insurance
within definite economic units.
For Instance, we believe that drivers and users of automobiles should bear
the cost of automobile ownership and enjoyment. Hence, we need to internalize
the costs of automobile ownership, including the owners' share of the economy .
losses suffered from automobile accidents. Such internalization allows for th(.
making of reasonably rational economic decisions on important Individual an&
public policy goals such as:
1. How many cars should a person own?
2. How should one vote on rapid transit Issues?
3. Should a person commute by car, or Is mass transportation desirable
and less expensive?
4. What type or make of car should be purchased from the viewpoint of
both accident avoidance an( protection in the event of an accident?
Isolating the costs of automobile accidents will also facilitate the generation
of sufficient statistical evidence regarding traffic accidents and their causes to
maximize systematic apl)roaches to traffic safety.
If national health insurance were to be made the ultimate benefit provider to
auto accident victims, the economic cost of automobile accidents would continue
to be defused and hidden even to a greater degree than it is today.
The need to Internalize the cost of automobile accidents within the transportation system has often been articulated by Secretary Volpe and other Department of Transportation witnesses before Congressional Committees hearing
testimony on the Automobile Reparation System.
Similarly, we believe that medical benefits paid to someone Injured as a result
of a faulty product should ultimately be charged to the manufacturer of that
product. If health insurance benefits were to be the ultimate dispenser of benefits in this case, the cost of the medical care resulting from the faulty product
would not be made a part of the cost of that product but would have to be
borne by health Insurance policyholders themselves. It should l)e against public
policy to relieve negligent entities from the cost of their negligent actions. This
is particularly true when those entities are commercial enterprises. Charging
them with the cost of their negligent acts creates a strong incentive for the
development of greater sophistication and care in the manufacturing and design
of consumer products.
As this Committee knows. each year, almost $1-billion is paid for medical
benefits alone to care for the Industrially disabled. These benefits are paid in
their entirety by employers. This creates a strong Incentive for the business
community to develop sophisticated safety programs. To the extent that em-
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players provide their employees with a healthful and safe work environment,
their workmen's compensation insurance costs are reduced. On the other hand,
if workmen's compensation medical benefits were to be paid by a national health
insurance system, not only would this incentive disappear, but employers would
be relieved of an important cost burden which they presently shoulder. Obviously, if employees are asked to share in the cost of national health insurance,
a system which would make national health insurance responsible for the cost
of medical benefits arising from industrial accidents would require employees
to pay a portion of the cost of present workmen's compensation benefits.
There is an important additional reason why national health insurance
benefits should not replace medical benefits provided by casualty insurers.
Casualty insurers specialize in the management of trauma injuries. Amazing
strides have been accomplished by many of those insurers in the areas of
disability control and relmal)ilitation.
More particularly, as related to workmen's compensation, these companies
have developed cost control expertise which has resulted in their ability to
manage the spiraling hospital and medical costs. Let me be specific:
One of our member companies, for instance, after carefully studying medical
cost patterns, determined that in the casualty area, it is the physician who has
the greatest capability to control cost. It is his decision which determines the
nature and course of treatment, the length of stay in the hospital, the days off
the job, and any number of other factors which contribute to the economic
impact of injury. The company therefore decided to zero in on the physician,
making him aware of his responsibility for cost control.
Recognizing that lecturing doctors on their responsibilities would not, in
fact, get desired results, the company developed a computer data storage
system permitting per case retrieval of data on individual physician experience
in terms of fees, utilization of ancillary services, drug prescriptions, etc. A
comparability between physicians was thus provided and deviations from normal patterns were readily determined. Armed with this data, the company was
then able to follow up with frank discussions with individual physicians of
their fees and established practice patterns. This company thus went considerably beyond the computer. It combitied the statistical averages which
machines can provide and humanized these statistics by making them apply to
specific physicians.
In addition, the company hired industrial nurses, specially trained in the
latest methodology of trauma care to assist physicians, in advising them of
improved patient physical conditions warranting earlier hospital discharge
or transfer to less costly first aid care facility, or to a rehabilitation center,
or perhaps even to the patient's home. Concurrent with the nurses' efforts,
the company had other employees-in their loss control departments-searching
employers' job classifications for position which injured employees might fill
pending full recovery and return to former occupation.
These efforts were not in vain. The company recently reported that for the
year span 1964-70, whereas the national average hospital costs increased 98.6%,
this company's average hospital costs, in workmen's compensation cases, rose
only 74.4%. This represents a net saving of 23.9%. In physician fees, the company reported similar encouraging data.
The Committee should recognize that these savings did not result from any
statutory percentile limitation on physicians ' fees as provided for in Medicare,
nor did the company have hospital cost advantages which some other providers
of care benefits require.
I could cite many additional examples of medical cost control mechanisms
which have been implemented by casualty insurers, particularly, although not
solely, in the workmen's compensation area.
The contributions of casualty insurers to the field of physical and vocational
rehabilitation have been described on occasion to this Committee. Casualty
Insurers are responsible for an Individual's total recovery. Long ago, our workmen's compensation insurers began to realize the necessity of becoming deeply
committed to the rehabilitation of the industrially disabled if they were to be
in a l)osition to control disability. Hence, the traditional dedication of many
of our companies to rehabilitation. Not only have our companies been mass
purchasers of rehabilitation services but, they have pioneered new rehabilitation
techniques which have greatly enhanced the opportunities for the disabled.
For instance, one of our companies took a leading role in the development of
the mechanical arm-a prosthetic device which responds amazingly well to
the needs of the injured.
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That same company today is pouring large amounts of time and money and
expertise to develop a technique which would provide partial return of functions
to the p)araplegics and quadriplegics.
Another company is very much involved in the establishment of medical
centers which specialize in the care and research of severe burn cases.
It is clear that this total involvement in the care of the traumatically injured
can only be maintained if casualty insurers can continue to play the important
role which they have traditionally fulfilled in managing traumatic injuries.
It might be claimed that emphasis on rehabilitation distorts the real activities
of casualty insurers in trauma care. After all. in terms of health care, traumatic medicine involves a combination of sub-systems coml)rising first aid or
I have already described what
emergency, definite care and rehabilitation.
casualty insurers (1o to control costs in the areas of definitive care and rehabilitation. Are casualty insurersl doing anything to control first aid or emergency

care cost?
Although the loss range in these cases is low-less than $50 per case, their
aggregate represents 30% of the total insurance dollars expended for medical
care in workmen's compensation. First aid then is important in terms of the
loss cost control.
Because of the nominal costs range of these minor accidents. companies find
it difficult to control provided costs directly. What some of the companies have
done has been to assist employers in directing injured employees to first aid
facilities providing efficient care. Companies have also spent much time and
effort in educating workmen's comlensatilon policyholderss and their employees,
of the need to seek Inmediate medical care no matter how slight the Injury.
The companies have found, for instance, that, on an average, a three day delay
between the first aid treatment and date of accident doubles the cost of emergency care. One company. by careful education of p)olicyholders and their
employees, was able to reduce its per case emergency care average cost substantially, thus controlling the cost of medical care and, for that matter. the
cost of insurance, for policyholders.
It is obvious that casualty insurers have developed well articulated and
smooth functioning methods to control medical cost; these are designed to
provide injured employees with the best medical care available, to minimize
the economic loss of accidents to employers and to reduce the overall medical
care loss cost while, at the same time, improving the nature of the medical
care provider.
Trauma injuries of all types and causes-occupational and non-occupational,
automobile and other accidents, constitute only between 4%-5% of the total
health care bill. It is suggested that the emphasis on trauma care management
will subside if national health insurance displaces the role played by casualty
insurers. National health benefit administrators will not find it economically
attractive to divert substantial management functions which would have little, if any, benefit Impact on approximately 95% of all their cases. On the other
hand, trauma injuries constitute the overwhelming majority-- if not the totality
of casualty insurance business. Casualty insurance company management has
specialized in the care of trauma. It should be against public interest to displace
this specialty.
Having made the case for the need to coordinate medical benefit systems,
how does one go about practically coordinating these systems?
Medical benefits paid under casualty coverages fall broadly into two separate
categories. On the other hand, such benefits are paid under no-fault type in.
surance systems, such as workmen's compensation, automobile no-fault, etc.
These benefits are readily identifiable. On the other hand, substantial medical
benefits are paid under the tort liability system to reimburse medical losses
incurred as a result of someone else's negligence. Iiese benefits, although not
as clearly identified as in the case of no-fault benefits, nevertheless represent
very real reimbursement for medical care losses.
As related to the tort liability system. it is suggested that national health
insurers be given the right to subrogate against any available tort liability
benefits sources. This will allow for sufficient flexibility to insure on the one
hand, that the individual in need of medical care will receive the care at the
time the need arises. However, through the subrogation mechanism, the ultimate
cost of this medical care will 'be charged against the negligent party.
This is In fact what is taking place today under most state workmen's
compensation laws. The framers of our workmen's compensation system felt
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that duplicating tort and workmen's compensation benefits was most undesirable. Accordingly, they structured workmen's compensation laws so as to
allow workmen's compensation benefits be paid immediately upon the occurrence
of an accident but also provided for the recovery of these payments, through
subrogation mechanisms, once the tort action had been decided. This allows for
the best of all worlds. The injured employee is paid both his indemnity and
medical benefits at the time of the injury, when lie is in need of those benefits.
The employer is not, however, charged with the cost of these benefits. The cost
is ultimately charged against the negligent party.
The desirability and equity of the subrogation mechanism has been recognized
by this Committee and Congress. It will be recalled that in 1967 this Committee
amended the Title XIX by requiring that no state Medicaid )rogram could be
approved unless it contained a provision authorizing Medicaid to recover from
any liable third-party, the cost of benefits laid on behalf of any Medicaid
beneficiary. The July 1970 Medicaid Bulletin issue notes that in Maryland,
$305,138 had been recovered from insurance compani-s during a recent 6 week
lmeriold.
Another example of the Congressional recognition of the desirability of the
subrogation principle is contained in the armed forces dependents' medical aid
prograin-CIIAMPUS. We can assure you that the Iofense I)epartment assiduously pursues its subrogation rights under the law, thus substantially reducing
the taxpayers' cost of the program.
The subrogation mechanism is not, however, needed to coordinate national
health insurance and no-fault insurance benefits. The most widespread no-fault
Insurance program in existence today is, oZ course, our workmen's compensation
system. When this Committee structured Title XVIII in 1965, it recognized the
need for coordinating Medicare and workmnen's compensation benefits. The Committee incorporated in the Medicare law a provision barring the payment of Medicare benefit. to the extent that workmen's compensation benefits are also payable
for the same condition to the beneficiary. This provision has worked extremely
well. Beneficiaries can be paid for the cost of their medical expenses, yet, the
Medicare program has not been charged with any portion of the cost of industrial injuries. Beneficiaries are not using any of their Medicare benefits. Thus
protecting their coverage in case they may need tlhem at a later date for some
non industrial illness. This precedent established by this Comnittee should be
expanded to eliminate any possible duplication between health insurance and
workmen's compensation benefits. In fact, many of the legislative proposals
pending before this Committee do just that.
The very same approach is the logical one to adopt in coordinating national
health insurance benefits with other government mandated, first-party insurance
programs. Foremost among these are no-fault auto insurance plans which more
and more state legislatures are enacting today. There is no reason whatsoever
to charge th*e cost of no-fault insurance losses to national health insurance and
there are many reasons, as cited above, why the cost of these benefits should be
internalized within the automobile transportation system. It would be tragic if
a beneficiary's national health benefits were to be inadequate to cover his or his
family's needs because these benefits had already been depleted to pay medical
expenses arising from an automobile accident. Does it not make sense to first
exhaust first-party, no-fault automobile benefits and then, if these benefits are
not sufficient to cover the total loss, fill whatever gaps might remain by applying national health benefits?
Automobile no-fault insurance coverage is but one example of this new breed
of insurance protection. Within the reasonable future, it is likely that a good
many injuries associated with airline crashes might be handled on a no-fault
basis and, it is possible that a National Commission presently studying malpractice Insurance problems may recommend substantial involvement of first-party
benefits in malpractice claims. All these no-fault benefit programs should
bear the cost of the losses which they generate. These programs should not be
subsidized by national health and, in fact, the limited resources available for
national health insurance should be carefully nurtured so that the largest
amount of benefits will l)e available for national health insurance for the most
people, at the lowest cost.
There are some Who have been urging that the coordination of national
health and other medical distribution systems be resolved on the basis of
efficiency. We do not quarrel with those would use efficiency as one of the criteria
to judge which program should bear what losses. We do dispute those who use a
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simplistic approach to the measurement of efficiency or who restrict themselves
to a single index for such measurement.
is the only way to ineasure comparative efficiency as
A systems apl1 )a.h
between medical benefit distribution methods programs. This requires a careful
analysis of sub-systems, including among others:
ht likclyI to generate incentives which ivill
1. Loss Prcrcntion. lhich cthod
prevent the loss in the first instance?
No one will argue that a systeni which generates incentives to prevent losses
from occurring in the first place iust be presumed to le more efficient than
others wlich limit their involvement to the payinent of losses once these have
been incurred. We have already demonstrated that the casualty insurance system
does create strong incentives to prevent losses. These incentives would be lost if
national health would displace casualty insurers In their traditional role of
medical benefit distributors.
2. Loss cost control. Which system has demonstrated it8 ability to reduce and
con trol thc cost of losses?
As has been l)ointed out above, the experience generated by workmen's compensation and casualty insurers in the control of mlical losses has reduced the
total medical cost of industrial and other casualty insurance related accidents.
An insurance system must be more than a fiduciary system. It must Involve itself
in the development and control of cost reducing meclhnisms. The casualty insurance industry is a sub-system of its own which allows for total management dedication to the care of trauma. Casualty insurers have developed expertise and
sophistication which have controlled medical care costs in the trauma subsystem.
3. The administrativecost of delivering the benefits
A superficial examination of the cost to deliver medical benefits between
casaulty and health insurers might lead one to believe that casualty insurers are
more efficient distributors of losses.
Administrative expenses are not, however, an adequate base to judge distribu.
tion efficiency. The objective of a system should be to minimize the loss. To the
extent that an insurer can save one dollar in losses by expending fifty cents in
expenses, society has benefited. This Is exactly what is going on today. Casualty
insurers' administrative expenses may le higher than health insurers' but much
of the additional administrative expenses are generated to reduce the occurrence
of losses and to control the cost of incurred losses. Companies maintain large
staffs of trained professional engineers who continuously assist policyholders- in
improving manufacturing techniques. in providing safer places to work, in educating and training drivers in road skills. etc. The companies' activities to control
incurred losses have already been amply described.
IV. CONCLUSION

In conclusion, we would urge the Committee to carefully weigh the impact
which national health legislation will have on existing benefit distribution systems.
Specifically, we urge that to the extent that it is felt necessary 'to impose federal regulation on health insurance carriers that these regulations be carefully
constructed so as to neither sul)erinl)ose nor replace existing state property and
casualty Insurance regulatory programs.
Most importantly, we urge that national health insurance benefits be coordinated with casualty insurance medical benefits systems so as to eliminate duplication of benefit payments by charging the costs on those causing the losses, thus
creating a major Incentive for loss control while at the same time, carefully
nurturing the limited financial resources of national health to achieve maximum
coverage.

Mr. MAISONPIERnE. Today, we want to alert the committee to the
serious impact which the enactment of national health insurance will
have on other insurance systems-to the extent that such other systems

presently play a major role as medical benefit distributors, and on the
consumers served by other insurance programs.
The impact of national 'health insurance on the cost of medical care.
As casualty insurers we are extremely concerned over the potential
rise in costs of medical services and the possible resulting deleterious
effect on the recipients of casualty insurance benefits.
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We are concerned because it will have impact on our ability to exert
some measure of cost control in the trauma care subsystem- -our major
area of responsibility in the overall health care system..
The impact of national health insurance on the regulation of the
property and casualty insurance industry.
Although we recognize that the administration is seeking to limit
the Federal regulatory involvement to health insurers, and although

we represent companies that write primarily property and casualty
insurance coverages, some of our companies also write a limited amount
of health insurance.
It would obviously not be possible for the Federal Government to
regulate a small portion of a company's operation without regulating
the totality of the company's business.
We do not believe that a dual Federal and State regulatory insurance system is in the best interest of either our companies or their policyholders and we strongly believe that Federal regulation of the limited health insurance operations of our property and casualty insurance companies would seriously affect the existing State insurance regulatory mechanism.
In view of the serious impact the administration-proposed health
insurance regulation program may have on the property and casualty
insurance business, we would appreciate the opportunity to file an 'additional statement with this committee, once the administration's
bill has been introduced.
Mr. ROSTENKOWSKI. The record will remain open so that you may do
that.
Mr. MAISONEiERRE. Thank you, Mr. Chairman.
Billions of dollars in medical benefits are being paid today by the
casualty insurance business. Trlhese finance the cost of traumatic medical care of the industrially disabled, the automobile accident victim,
the care of those who have been injured as the result of someone else's
negligence.
Recognizing the inherent waste and inefficiencies arising from duplication, we believe that any mandatory health insurance benefits should
not duplicate other Government-mandated medical benefits.
To the extent that there is benefit duplication, there exists an overcharge for the financing of health care, an overcharge which is not
economic when one considers the aggregate costs involved.
To eliminate the duplication, insurance benefit coverages must be
made mutually exclusive of each other. The decision of which insurance
system should be responsible for the ultimate cost of the benefits
should be based on how the different systems best achieve important
public policy objectives.
We hope to convince the committee that national health insurance
should, to the extent possible, limit itself to areas not covered by other
insurance systems. We think that it is of major importance to internalize the cost of insurance within definite economic units.
AUTOMOBILE

COVERAGES

For instance, we believe that drivers and users of automobiles
should bear the cost of automobile ownership and enjoyment.
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Hence, we need to internalize the costs of automobile ownership,
including the owners' share of the economic losses suffered from
automobile accidents.
Such internalization allows for the making of reasonably rational
economic decisions on important individual and public policy goals.
Isolating the costs of automobile accidents will also facilitate the
generation of sufficient statistical evidence regarding traffic accidents
and their causes to maximize systematic approaches to traffic safety.
If national health insurance, were to be made the ultimate benefit
provider to auto accident victims, the economic cost of automobile
accidents would continue to be defused and hidden even to a greater
degree than it is today.
PRODUCT LIABILITY COVERAGES

Similarly, we believe that the costs of medical care for someone
injured as a result of a faulty product should ultimately be charged
to the manufacturer of that product.
If health insurance benefits were to be the ultimate dispenser of
benefits in this case, the medical care cost resulting from the faulty
productt would not become a part of product cost, but would be borne
by health insurance policyholders.
It should be against public policy to relieve negligent entities of
the cost of their negligent actions. This is particularly true when those
entities are commercial enterprises. Charging them with the cost of
their negligent acts creates a strong incentive for the development of
greater sophistications and care in the manufacturing and design of
consumer products.
WORKMEN'S COMPENSATION

As this committee knows, each year, almost $1 billion is paid for
medical benefits alone to care for the industrially disabled.
These benefits are paid for in their entirety by employers. This
creates a strong incentive for the business community to develop
sophisticated safety programs.
If workmen's compensation medical benefits were to be paid by a
national health insurance system, not only would this incentive disappear, but employers would be relieved of an important cost burden
which they presently shoulder.
Obviously, if employees are asked to share in the cost of national
health insurance, a system which would make national health insurance responsible for the cost of medical benefits arising from industrial
accidents, would require employees to pay a portion of the cost of
present workmen's compensation benefits.
There is an important additional reason why national health insurance benefits should not replace medical benefits provided by casualty
insurers.
Casualty insurers specialize in the management of trauma injuries.
Amazing strides have been accomplished by many of those insurers in
the areas of disability control and rehabilitation.
More particularly, as related to workmen's compensation, these companies have developed cost control expertise which has resulted in
their ability to manage the spiraling hospital and medical costs.
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One of our companies recently reported, for example, that for the
year span 1964-70, whereas the national average hospital costs increased 98.6 percent, this company's average hospital costs in workmen's compensation cases rose only 74.7 percent.
This represents a net saving of 23.9 percent. In physician fees, the
company reported similar encouraging data. Contributions of casualty
insurers to the field of physical and vocational rehabilitation have been
described on occasion to this committee.
Casualty insurers are responsible for an individual's total recovery.
Not only have our companies been mass purchasers of rehabilitation
services but, they have pioneered new rehabilitation techniques which
have greatly enhanced the opportunities for the disabled.
It is clear that this total involvement in the care of the traumatically
injured can only be maintained if casualty insurers can continue to
play the important role which they have traditionally fulfilled in
managing traumatic injuries.
I have already described what casualty insurers do to control costs
in the areas of definitive care and rehabilitation.
Are casualty insurers doing anything to control emergency care
costs?
Although the loss range in these cases is low-less than $50 per
case, their aggregate represents 30 percent of the total insurance
dollars expended for medical care in workmen's compensation.
First aid, then, is important in terms of the loss cost control.
Because of the nominal costs range of these minor accidents, companies find it difficult to control provider costs directly. "
What some of the companies have done has been to assist employers
in directing injured employees to first aid facilities providing efficient
care.
Companies have also spent much time and effort in educating workmen's compensation policyholders and their employees of the need to
seek immediate medical care no matter how slight the injury.
Trauma injuries of all types and nonoccupational, automobile, and
other accidents, constitute only between 4 and 5 percent of the total
health care bill.
It is suggested that the emphasis on trauma care management will
subside if national health insurance displaced the role played by casualty insurers.
National health benefit administators will not find it economically
attractive to divert substantial management functions which would
have little, if any, benefit impact on approximately 95 percent of all
their cases On the other hand, trauma injuries constitute the overwhelming majority-if not the totality of casualty insurance business.
Casualty insurance company management has specialized in the care
of trauma. It should be against public interest to displace this specialty.
COORDINATION OF BENEFITS

Having made the case for the need to coordinate medical benefit
systems, how does one go about practically coordinating these system,' If
SUBROGATION NEEDED FOR THIRD-PARTY LIABILITY

Medical benefits paid under casualty coverages fall broadly into two
separate categories.
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On the one hand, such benefits are paid under no-fault-type insurance systems, such as workmen's compensation, automobile no-fault, et
cetera.
These benefits are readily identifiable.
On the other hand, substantial medical benefits are paid under the
tort liability system to reimburse medical losses incurred as a result of
someone elses negligence. These benefits, although not as clearly identified as in the case of no-fault benefits, nevertheless represent a very
real reimbursement for medical care losses.
As related to the tort liabilitV system, it is suggested that national
health insurers be given the right to subrogate against any available
tort liability benefits sources. This will allow for sufficient flexibility
to insure that on the one hand, the individual in need of medical
care will receive the care at the time the need arises. However,
through the subrogation mechanism, the ultimate cost of this medical
care will be charged against the negligent I)arty.
The desirability and equity of the subrogation mechanism has
been recognized by the previous legislation recommended by this
committee and enacted into law by the Congress.
CASUALTY

INSURANCE PRIMACY IN FIRST-PARTY, NO-FAULT

The subrogation mechanism is not, however, needed to coordinate
national health insurance and no-fault insurance benefits.
The most widespread no-fault insurance program in existence
today is the workmen's compensation system.
This committee incorporated in the medicare law a provision barring the payment of medicare benefits to the extent that workmen's
compensation benefits are also payable for the same condition to the
beneficiary.
This provision has worked extremely well. Beneficiaries can be
paid for the cost of their medical expenses, yet the medicare program has not been charged with any portion of the cost of industrial
in.The
uries.
very same approach is the logical one to
adopt in coordinating
national health insurance benefits with other government-mandated
first-party auto insurance programs. Foremost among these are nofault auto insurance plans which more and more State legislatures
are enacting today. There is no reason whatsoever to charge the cost
of no-fault insurance losses to national health insurance, and there
are many reasons, as cited above, why the cost of these benefits
should be internalized within the automobile transportation system.
It would be tragic if a beneficiary's national health insurance
benefits were to be inadequate to cover his or his family's needs
because these benefits had already been depleted to pay for his medical expenses arising from an automobile accident.
Does it not make sense to first exhaust first-party, no-fault automobile benefits and then, if these benefits are not sufficient to cover
the total loss, fill whatever gaps might remain by applying national
health benefits ?
Automobile no-fault insurance coverage is but one example of this
new breed of insurance protection. Within the reasonable future it
is likely that a good many injuries associated with airline crashes
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might be handled on a no-fault basis and, it is possible that a national
commission presently studying malpractice insurance problems may
recommend substantial involvement of first-party benefits in malpractice claims.
All of these no-fault benefit programs should bear the cost of the
losses which they generate. These programs should not be subsidized
by national health and, in fact, the limited resources available for
national health insurance should be carefully nurtured so that the
largest amount of benefits will be available for national health insurance for the most people at the lowest cost.
SYSTEMS APPROACH TO JUDGMENTS ON RELATIVE EFFICIENCIES OF
COMPETING MECHANISMS

There are some who would urge that the coordination of national
health and other medical distribution systems be resolved on the
basis of efficiency.

We do not quarrel with those who would use efficiency as one of the
criteria to judge which program should bear what losses. We do dispute those who use a simplistic approach to the measurement of efficiency or who restrict themselves to a single index for such measurement.
A systems approach is the only way to measure comparative efficiency as between medical benefit distribution methods programs.
This requires a careful analysis of subsystems, including among
others:
1. Loss prevention. Which method is likely to generate incentives
which will prevent the loss in the first instance?
2. Loss cost control. Which system has demonstrated its ability to
reduce the control the cost of losses.
3. The administrative cost of delivering the benefits.
A superficial examination of the cost to deliver medical benefits between casualty and health insurers might lead one to believe that
casualty insurers are more efficient distributors of losses. Administrative expenses are not, however, an adequate base to judge distribution
efficiency.
The objective of a system should be to minimize the loss. To the
extent that an insurer can save $1 in losses by expending 50 cents in
expenses society has benefited.
Casuaty insurers' administrative expenses may be higher than
health insurers' but much of the additional administrative expenses
are generated to reduce losses.
We would urge the committee to carefully weigh the impact which
national health legislation will have on existing benefit distribution
systems.
Specifically, we urge that to the extent that it is felt necessary to
impose Federal regulation on health insurance carriers that these
regulations be carefully constructed so as to neither superimpose nor
replace existing State property and casualty insurance regulatory
programs.
Most importantly, we urge that the national health insurance benefits be coordinated with casualty insurance medical benefits systems
so as to eliminate duplication of benefit payments by charging the

1088
costs on those causing the losses, thus creating major incentives for
loss control while at the same time, carefully nurturing the limited
financial resources of national health to achieve maximum coverage.
Thank you, Mr. Chairman.
Mr. ROSTENKOWSKI. Are there any questions?
If not lhank you very much for a very interesting statement.
Mr. Oldham, would you identify yourself for the record and proceed into your statement.
STATEMENT OF BRENT OLDHAM, PRESIDENT, BOARD OF TRUSTEES,
GROUP HEALTH ASSOCIATION, INC.; ACCOMPANIED BY FRANK
WATTERS, EXECUTIVE DIRECTOR
Mr. Ouni\xt. I have here with me on my right, Mr. Frank WVatters
who is the executive director of that organization.
Mr. ROSTENKOWSKI. Welcome to the committee.
Mr. Oun A We appreciate the opportunity to appear before the
committee and present to the committee some aspects of Group Health
Association of 'Washington and hope that maybe some of our experiences might assist the committee and the Congress in arriving at

some of the solutions to some of our very serious problems.
Group Health Association of Washington, D.C., a membership organizationp, is a prel)ayment group practice medical and dental plan.
There is a growing public acknowledgment that one of the paths
to solving the so-cal~e(l national health care crisis is via the group
health plan method. The most usual preamble in the several national
health insurance proposals now before you or a footnote, at least, in
the others-is the group health or HMO concept; that is doctors
practicing in a modern, well-equipped medical center facility as a
coordinated group and stressing an early detection of disease philosophy which thereby keeps people out of the hospital. It portends to
be one of the principal solutions to the health crisis facing the country. The latter, as you know, is just another way of saying that
(1) the distribution of medical and dental resources is in imbalance;
(2) the ready access to these resources by the public-particularly the
low and lower middle income groups does not exist; and (3) the cost
of medical care, continues to rapidly rise.
The group health idea is to elongate the shadow of the physician
and save his time-by making better use of support staff-having a
common medical record for each patient-and bringing to bear upon
the patient's health problem the medical team approach and thereby
get the most for the patient's medical dollar.
As GHA is the oldest urban group practice prepayment health plan
in the country--and one of the prototypes of the Health Maintenance
Or anization approach to health care'delivery I believe you will wish
to have in the record of these hearings GHA's history and experience.
GHA of Washington metropolitan area has become-over the period
of the past 31/2 decades-a well-established community institution serving some 75,500 residents. GITA is a national symbol of professional
and consumer cooperation for the organization of the best in medical practice and for consumer planning in the removal of economic
barriers to necessary care. GHA has crusaded for better medical care
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available to all on a budgetable basis; that is, the prepayment concept
of a monthly subscription charge.
The operating budget is about $15,500,000, with a net worth-or
member equity, as we say-of $3.7 million. GHA operates one main
medical center and three regional health centers. The space involved
is about 116,000 square feet.
The hospitals backing up GHA are the university hospitals in the
city--George Washington University Hospital and Georgetown Hospital. We have the equivalent of 72 full-time physicians. This breaks
down into 40 full-time doctors-nmany who are part time, also. The
total number of physicians associated in some way with GIA would
number around 125. Then we em ploy 596 persons under the support
heading category, which translates into the equivalent of 480 fulltime employees, that is, psychologists, nurses, optometrists, opticians,
pharmacists, social workers, technicians, and many others in a professional category, including dentists.
'ihe medical, dental, and health services offered by GHA are, perhaps, the most comprehensive in scope than any other private prepaid
health plan in this country. There are nearly 500,000 face-to-face
physician contacts in a year. This, as you know, generates many contacts with others; that is, the nurse, the pharmacist, the technician,
and so on. GtHA is a personal service organization.
I believe--in a brief way-I have described group health. Now it
is time to move into the subject at hand of Health Maintenance
Organization.
FORMING A PREPAID GROUP PRACTICE

There are certain considerations which are basic in forming a prepaid grouppractice plan which could could be enumerated as follows:
(1)A knowledgeable competent leader and organizer;
(2) A known enrollment group of at least 5,000 to start with,
a 20,000 potential within 2 years, and 30,000 in 3 years;.
(3) An interested medical group with a desire to be in group
practice;
(4) Available supporting manpower, that is nurses, technicians, and so forth;
(5) Physical resource or capital funds to assure them;
(6) Seed money and working capital.
A prepaid group-practice plan is in essence characterized by the
fact that it is (1) An organized system of health care which accepts
responsibility for the delivery of (2) An agreed set of comprehensive health services for (3) A voluntarily enrolled group of persons
in a geographic area and (4) Is reimbursed through a prenegotiated
and fixed periodic payment made by or on behalf-of each person or
family unit enrolled in the plan.
PREDETERMINED ENROLLMENT

A market analysis should be made to determine the enrollment
potential. The experience of prepaid-group-practice plans to date indicates that maximum enrollment potential is 35 or 40 percent of
the health insurance potential in any particular employee-employer
group. An inherent philosophy of prepaid-group- practice concept is
the consumer should always have "dual choice". This means that in
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addition to the opportunity to select prepaid-group practice as a
health service system, the potential enrollee should have at least one
other choice-the traditional fee for service system.
The most common enrollment potentials in prepaid-group practice are:
(1) Union membership (auto, steel, and so forth).
2 Educational field (universities, schools, et cetera).
(3) Federal, State, and local government employees.
(4) Voluntary health and welfare agency employees.
The minimum size enrollment to support a viable plan is estimated
to range from 20,000 to 50,000 depending upon the geography, economy, facilities potential, et cetera. Our experience indricates 30,000 enrollees are needed to support the general range of heal-th services, the
population should receive and make for a viable economic operation.
DEFINED ORGANIZATION

In order to enroll, there must be a corpus with a board of trustees
and a proposed staff of employees. In our opinion, the best type of
organization is one which is controlled by its members like GHA is.
The board of trustees determines policy; the staff implements policy.
To begin a program of prepayment for full-time physicians services
and comprehensive health care, there must be a commitment from a
group of physicians that they will devote their full time energies to.
ward the care of members. On the overall average, one full-time physician will be required for each 1,000-1,200 members. The belief is that
this summary ratio can be expanded to one physician per 1,700 participants with the greater use of paramedical personnel such as physician assistants.
. It must be kept in mind also that the ratios will vary depending
upon specialty-for example, a half-time neurologist can serve 50,000
participants where as an internist will serve 600 to 800 participantsand the characteristics of the population being served. If you are
serving young families with children one set set of ratios would
obtain. the ratios would look entirely different if senior citizens were
being the patients.
The physicians may be organized formally by means of a professional corporation or as they are at our organization, they may be an
informally organized "medical group." At &HA all physicians are salaried. This arrangement provides, in our opinion, a much better financial program for physicians because the fringe benefits they receive in
addition to salary-retirement, deferred compensation, sick leave,
study leave, annual leave, free medical care-are nontaxable. At GITA
the fringe benefit package can be as high as 40 percent of salaries paid.
Although GHA's physicians are paid a salary and are, in effect, employees of the corporation, the total amount paid to all physicians annually is based on a negotiated sum paid to the medical group which is
then on the basis of certain sums per member per month. This sum is
translated into salaries on the basis of predetermined and board of
trustees approved salary ranges.
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PHYSICAL FACILITIES

A rule of thumb commonly used in the prepaid group practice field
is that 1,000-1,200 square feet of ambulatory space is needed per physician to provide the necessary treatment and examination ar6as and
other support services such as X-ray and laboratory. In other words, to
support 20 physicians, 75 employees, and 20,000 enrolees, approximately
ly 20,000 square feet of health center space is needed. This does not
include hospital needs. It is estimated that approximately 1.5 general beds per 1,000 members, are needed to provide inpatient hospital
care for prepaid-group practice . This compares to overall averages of
4.5 general hospital beds needed to care for patients utilizing other
types of prepaid-health care. Each hospital bed requires from 750-900
square feet of facility space.
WORKING CAPITAL

The most recent ventures into the prepaid-group practice field have

not met with instant financial success. In fact, the reverse is true. To

successfully launch a program, one must anticipate that until enrollment reaches 20,000 to 30,000 members, one can expect to expend

$500,000 to $1 million in development funds because one must have
personnel and facilities in place to serve the membership.
My remarks may have indicated to you that I am not sanguine about
the expansion of prepaid-group practice. Quite to the contrary, however, I am enthusiastic about its future. But we should not expect

the impossible to occur overnight. Prepaid-group practice is the

most promising answer on the scene today to solve in part some of
the problems we have in the health care delivery system. This system
can contain costs, it can maximize the return on the medical care dollar,
it can keep people out of hospital beds when they need not be there

and it can provide "one stop" unfragnented health care.

Attached to my statement,--attachment No. 1-is the history of

GHA along with a fact sheet-attachment No. 2-on GHA's activities.
(Attachments 1 and 2 follow:)
ATTACHMENT

No. 1: GHA

HISTORY

It is not happenstance that the group health idea was born and developed.
Throughout the years there have been dedicated members who have "fought the
battle," so to speak, against the status quo. In the late 1930's and early 1940s the
enemy was "organized medicine." Early In Group Health's life, GHA was
forced to petition the District Court of the United States in the District of
Columbia for a declaratory Judgment as to the legality of its activities. It was
a happy day for its 3,000 members when the Court-in July 1938-declared that
the Association was not engaged in the illegal practice of medicine, nor was it
engaged in the insurance business. So you see, several years ago a milestone
decision (the Jordan decision) was made in the Courts i.e., people can get together in a membership organization and arrange for their medical care on a
group basis, so to speak.
You are surely familiar with the next step in the legal battle. The Declaratory
Judgment of the District Court met with an appeal by the Superintendent of
Insurance for the District of Columbia to the higher court. This appeal was not
successful. The battle of organized medicine then received the attention of
Congress and the Executive branch, as well as the Judicial branch. The record
shows that in July 1938 the Department of Justice took action against the AMA
and the Medical Societies. The anti-trust action in the courts was successful
and the repressive activities of the medical organizations-in ostracizing doctors
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who served group health members and the withholding-and not grantingGHA doctors privileges in (.ommunity hospitals-were found in violation of the
law. The emotional argument used by organized medicine was that group health
was an entering wedge in "socializing" medicine and that the health care
would not be high quality.
Al these events are now ancient history-as you can find very few in the
medical profession today who take the position that the technique of group
practice and making this type of medicine available to the public is "bad"and will downgrade medical care. There is a realization that the one-to-one
relationship of doctor to his patient can obtain in a group practice plan, as
well as in solo practice.
LABOR JOINS IN

With its right to exist having been won, GHA then turned its attention to
enlarging its membership and improving its program. Because of World War II
and the Korean War-when doctors were in short supply-there was very little
growth. On April 1, 1959, GHA's population of 23,000 persons was swelled by the
sum of 10,000 additional persons who were brought into membership by a decision of Local Union #689 AFL-CIO--the D.C. Transit employees and their
families. Since that event, that group has become a significant part and force in
GHA. Prior to that time GIA's membership wias limited to Federal employees
and their families. This was the first time that a labor union "by decision of
its leadership" brought its entire membership into an existing community
health plan-rather than attempting to establish its own health center devoted
solely to the care of its membership. The relationship) between Local #89 and
the D.C. Transit Health and Welfare Fund with GHA is a story all in its own.
FEDERAL EMPLOYEE HEALTH BENEFITS PROGRAM

Another 13,000 persons were added in July 1960 when the Federal government
established its Federal Employee Health Benefits Program. This program, as you
know, has been successful. There are some 38 group practice plans participating
at this juncture--though admittedly the two government-wide service plans of
the Blues and the Indemnity insurance companies have a much larger enrollment.
PRESENT ACTIVITIES

There is a complete imbalance in the geographic distribution of physicians in
the country. The HMO program could help in achieving a more balanced situation in the District of Columbia and elsewhere. We are told that out of the
total 4,625 physicians in the Washington area, 46.7% are in the District-and
most are clustered in northwest Washington. Southeast Washington has 4.3%
and northeast 2.5%-with southwest having .7%. These are 1970 figures.
GHA recently embarked on a Medicaid demonstration project in cooperation with the District of Columbia Department of Human Resources to determine whether comprehensive care in the HMO-type structure would better serve
the needs of the Medicaid population than the present program of having the
eligibles find their own physicians and seek out their own health care.
It was after the civil disturbances in 1968 that the Office of Economic Opportunity (OEO) came to GHA requesting help indeveloping a neighborhood health
center for Washington, D.C. Certain conditions were laid down if GHA was to
make another attempt at helping the inner-city establish a neighborhood health
center.
First, there had to be a medical school commitment. In this case, probably
Howard University Medical School.
Second, there had to be a commitment on the part of a community organization. In this case, probably CHANGE. Inc., as Mrs. Ruth Webster its Executive
had come to GHA weeks before to enlist help in getting a center in Cardozo.
Third, it was pointed out to the government representatives that GHA-as a
private membership organization-could not furnish financial resources and
that GHA's contribution would be organizing and management expertise.
Another condition was that the three sponsoring agencies--Howard University
Medical School, CHANGE. Inc.. and GHA-would set uI) a free-standing corpus.
so that there wuld be an established legal base for the health center which could
be a grantee of OEO.
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The last condition that was laid down was that the public health officials of
the city would not torpedo efforts as had been done in the past. What was envisioned has become a reality. There is a center serving about 20,000 inner-city
residents in temporary quarters. A four-and-one-half million dollar medical center
on 14th Street will be in place in about two years time-and the program portends to serve as a useful arm in Howard University Medical School's traifIng
program.
ATrACIIMENT No. 2: FACTs ABOUT GHA
1. Name of Organization: Group Health Association, Inc.
2. Address: 2121 Pennsylvania Avenue, N.W., Washington, D.C.
3. Executive Director: Frank C. Watters; Medical Administrator: Thomas M.
Arnett, M.D.
4. Affiliate Organization: Maryland Group Health, Inc., Silver Spring,
Maryland.
5. Type of Organization: Membership owned, non profit, 501-C-4 corporation
with a Governing Board of nine Trustees elected by the members.
0. Type of Service: Prepaid comprehensive health care oriented around full
time group medical practice.
7. Year Organized: 1937.
8. Present Service Area: (1) Metropolitan Washington District of Columbia:
Northern Virginia- -Arlington County, Fairfax County, Cities of Alexandria,
Fairfax and Falls Church; Maryland Suburbs-Montgomery and Prince George's
County) ; (2) East Baltimore City and its immediate environs.
9. Current Enrollment: 75,500 participants.
10. Major Classes of Enrollment: (a) Federal employees-74%; (b) D.C.
Transit Union (AFL-CIO Local #689) Employees--12%; and (o) Individual
and miscellaneous groups--14%.
11. Percentage Age and Sex-Distribution of Enrollment 1970:
Age range

Male

Female

0 to 14---------------------------------------------------------15 to 44 --------------------------------------------------------45 to 64 --------------------------------------------------------65 and over -----------------------------------------------------

14.9
21.7
10.5
1.8

14.4
23.5
11.2
2.0

29.3
45.2
21.7
3.8

Total -----------------------------------------------------

48.9

51.1

100.0

Total

12. Personnel Employed-: 596 persons (equivalent of 480 full time employees).
13. Major Categories of Personnel in terms of full time equivalents:
Physicians ------------------72. 0 Nutritionists ----------------1.0
Dentists --------------------11.0 Nurse counselor --------------1.0
Nurses ---------------------0. 0 Pharnacists assistants -------4. 0
Dental assistants -------------32.0 Nurse-midwife --------------1.0
Technicians ----------------50.0
Medical corpsman ------------2.0
Optometrists -----------------6 0 Auxiliary medical personnel-...
121.0
Podiatrists ------------------0.31 Plant operations and maintePharmacists -----------------6.0
nance --------------------1 0
Psychologists ---------------1.3 Administrator, business finance- 78. 0
Medical social workers -------1.0
14. 1971 Total Budget: $15,576,600-includes medical, dental, optical services
and pharmacy.
15. 1971 Payroll Budget: $8,287,200.
16. Scope of services Offered: Needed physician care, Periodic physical examinations, Well baby care, Diagnosis and treatment, Surgery, Eye care (including refractions) and optician services, Visiting nurse service, Ambulance, Emergency outpatient hospital care, Necessary inpatient hospital care (no limit on
days). Prenatal maternity care, Mental Illness, Nutritional counseling, Social
service counseling, Drugs and pharmaceuticals, Adult and Child dental service
(separate plans).
17. Facilities: 1 Main Medical Center and 3 Regional Health Centers-115,812
square feet. (OHA purchases hospital care from local hospitals--primarily
University hospitals (George Washington and Georgetown)-it is considering
the establishment of Its own hospital.)
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18. Forecast of 1971 Ambulatory Care Service Utilization: Participants eligible
for service, 75,500.
Per parService:
ticipant
305,000 physicians contacts'
-----------------------------------4. 04
90,000 injections
--------------------------------------------1.20
23,000 physical therapy treatments ------------------------------.
31
535,000 laboratory test ---------------------------------------7. 10
113,000 X-ray films ------------------------------------------1.50
11
8,000 glaucoma screening tests ----------------------------------11,000 other diagnostic tests ------------------------------------.
14
1 Includes 18,000 physical examinations;
does not include hospital visits, telephone
contacts, and emergencies.
19. Forecast of 1971 Hospital and Related Service Expense Summary: Participants, 75,500.

1.

Total -------------------------------------------------------

------

2. Inpatient --------------------------------------------------------......
3. Outpatient --------------------------------------------------------------4. Private nursing ---------------------------------------------------------5. Ambulance service ------------------------------------------------------6. Extended care -----------------------------------------------------------

Amount

Per
participant

$5,964,000

$6.58

5,652,000
6.24
250, 000
.28
20,000
.02
40, 000
.04
2,000 --------_---

Note: Extended care benefit recently added.
FEDERAL EMPLOYEES HEALTH BENEFITS PROGRAM COMPARISON
IN-HOSPITAL NONMATERNITY SERVICES
Days per 1,000 covered persons
Selected plans
Blue CrossJBlue Shield-..----------Indemnity plan --------------------Group practice--------------------

1960-61

1961-62

1962-63

1963-4

1964-65

1965-66

672
657
407

826
708
455

865
767
430

881
880
454

924
945
415

876
944
408

IN AND OUT HOSPITAL SERVICES-COMPARING BLUE CROSS-BLUE SHIELD, INDEMNITY AND GROUP HEALTH
ASSOCIATION FOR YEAR 1966
Average
Hospital inpatients
number ---------------------covered
Utilization
Days per
Days per
(thousand)
1,000
1,00
utilizer
Blue Cross-Blue Shield ---------------Indemnity --------------------------GHA --------------------------------

3,618.7
1,114.7
35.7

101
90
53

919
975
431

9. 1
10.9
8.1

Noninpatien
utilized
per 1,000'
162
152
838

'Includes services in and out of hospital.
SO3E GHA HIIGILIGHTS

Perhaps one of the most significant things that should be pointed out

is that hospital care for Group Health members is approximately onehalf of that of the local Blue Cross plan. Our hospital experience in
1970 was 0.58 of an inpatient-day per participant. This compares to an
estimated 1.2 days per participant under the local Blue Cross plan.
We like to believe that the reason for this lesser hospital experience is
because of our preventive medical care program involving such things
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for adults as screening tests for diabetes, glaucoma, cancer, and so on;
and-for the youngsters-immunization vaccines such as the one for
measles, diphtheria, and so on.
The periodic physical examination is another facet in GHA's medical program. Perhaps another factor influencing-and resulting inour lesser hospital experience is that a great deal of diagnostic work is
done by GHA in an outpatient, ambulatory setting-which many times
is done in the hospital inpatient setting by solo practitioners. Another
reason for our favorable hospital experience is that prepaymentthat is, budgeting on a monthly basis-removes deterrents to seeing the
doctor and seeking appropriate medical care when the need arises.
MEDICAID

There is attached a factsheet--attachment No. 3-on GHA's medicaid demonstration project being conducted for the District government, for the record.
(Attachment 3 follows:)
ATTACHMENT NO. 3:

FACT SHEET REGARDING MEDICAID PROGRAMS

1. Contract is between Group Health Association, Inc. and Hospitals and
Medical Care Administration (HMCA) of the Department of Human Resources of
the District of Columbia.
2. To provide comprehensive health care services to--1000 participants.
3. Participants reside within District of Columbia Service Area No. 7 and the
Northwest portion of Service Area No. 6 which is the area bounded by Florida
Avenue on the south, B & 0 Railroad on the east, Connecticut Avenue and Rock
Creek Park on the west and Rock Creek Church Road on the north.
4. Scope of Services Provided:
(a) Medical and surgical examinations and treatments, surgical operations,
including obstetrical care and pediatrics.
(b) Professional consultations outside of GHA facilities, but only when authorized by the Medical Program Administrator or his representatives.
(M) Psychiatric benefits for acute conditions.
(d) Eye care (refractions and eye glasses)
(e) Ambulance service.
(f) Hospitalization.
(g) Out-patient care.
(h) Removal of birthmarks, etc., except for cosmetic purposes.
(i) Dental care.
() Podiatry care.
(k) Prescribed drugs.
(1) Home Health Care.
(m) Skilled Nursing Home Care.

(n) Out-of-service-area benefits.

It has just gotten underway and therefore too soon for a report on
its value.
MEMBFMSHIP ASPECTS

Before concluding, there is another aspect about GHA which bears
mentioning-though it does not involve medical care, per se. I speak
of GHA's membership dimension. Because Group Health is a social
welfare membership organization, it can be thought of as a consumeroriented activity. It is democratically controlled-its governing body
is nine persons elected from the membership-it has an advisory
council of members numbering 30 persons-and it has several member
committees working in GHA's program.
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Another thing which should be said about Group Health is that
its benefit structure is very comprehensive and, therefore, costly. But
where human life is involved, can we honestly consider cost? Th real
concern should be to get the highest quality care for the medical dollar.
GHA of Washington tries to do this by providing an appropriate
climate for physicians to practice inedicine-by making certain that
the patient has a, voice in managing his health care-and sharing our
experiences with both the public and private sector. This is evidenced
by
my being here today.
. In'concluding,
Frank Watters, our executive director is with
me.
We will be glad to answer any questions you may have.
Thank you amain for inviting me here'today.
Mr. C, EY. Thank you for your statement, Mr. Oldham.
Your organization has been in existence since 1938?
Mr. WArrEns. Since 1937.
Mr. CAREY. There was a long history of legal hassles before it became at fully legalized and operating organization and it has branched
out to a membership now of What?
Mr. Oinii-r. 75,000 approximately.
Mr. CAREY. You draw your membership from large groups such as
transit workers and so on.
Mr. ODIIAMr. The largest group in the Federal Government and
the other is the D.C. Transit.
Mr. CAREY. Are you the oldet medical prepaid practice organization in the country?
Mr. Orl)DA-. We use the term "urban."
Mr. IVATTERS. It, is correct from the standpoint of exiting today.
One started in Oklahoma that predated ours, but they are no longer
in existence. They only lasted 3 years. We predicate Kaiser.
Mr. CAREY. I notice you operated one of the originaI neighborhood
health centers under OEO.
Mr. OLDITA31. We feel we cal contribute. We are glad to do so and on
the 14th Street foundation we have put as much help in there as we can
and we will continue to do so.
Mr. WATTERs. The Department of Commerce has put about $2.2 million for a permanentt health center up there and this is being matched
by the Equitable Life Assurance Society and we hope to have groundbreaking this year on a $4 to $5 million medical center on 14th Street
which we think will be a showcase for the Nation's Capital.
Mr. CAREY. Since we heard this morning from one of the Blue Cross
spokesmen that the Department of Health, Education, and Welfare
had given them a grant to experiment in the field of prepaid medical
care on a group practice basis in Rochester, N.Y., why they did not use
the benefit of your experience?
Mr. WATrERs. As you know, they are placing grants for demonstration purposes throughout the country. No decision has been made yet
by our board to even seek a grant.
I wonder whether we will ever need one. Most of these grants are in
an effort to plan an HMO. I made a speech in Chicago recently and I
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said that HEW was throwing it around like chickenfeed and it is going
to take a lot more to get these HMO's off the ground.
Mr. CAREY. Is the Department using what I would consider to be
valuable information, research and experience that comprises your
history?
Mr. WP'ERS. People on group health staff serve on HE W committees and HEW is using our expertise.
Mr. CARxEY. )o you think your prototype would work anywhere in
the country in an urban setting?
Mr. WAT'rERS. I think it would.
Mr. CAREY. 'rhan you very much for your statement.
The next witness will be the Group Health Cooperative of Puget
Sound, Mrs. Eleanor Brand, president and chairman, board of
trustees.
Would you identify yourself for the committee please, and we will
be pleased to have your testimony.
STATEMENT OF MRS. ELEANOR BRAND, PRESIDENT AND CHAIRMAN, BOARD OF TRUSTEES, GROUP HEALTH COOPERATIVE OF
PUGET SOUND, WASHINGTON
Mrs. BRAND. I am Mrs. Eleanor Brand, president of Group Health
Cooperative of Puget Sound. Our organization is a nonprofit consumier-owned cooperative providing comprehensive health care to
145,000 people in the Seattle and surrounding Puget Sound area.
Our executive director, Dr. Newman, could not be with us today.
My apologies.
Group Health is a highly successful comprehensive health care organization. Indeed, it is being cited by national authorities as a model
)lan. We believe that this success and the quality of health care we
provide have been due largely to the major involvement of our consumer members creating a unique team of consumer, provider, and
management. We believe that our experience will be of benefit in the
deliberations of your committee.
To provide a brief background, let me summarize our operation.
The cooperative was founded in late 1946 by 200 families-600 persons-donating $100 each and next year will be celebrating its 25th
anniversary with approximately 26,000 family members plus numerous groups with which we contract to provide full medical care. I
and the 10 other members of the governing body are elected from
and by the membership.
The board meets monthly or more frequently to set policies, study
and analyze problems, and in general, conduct the business of the
cooperative. Board members typically devote 8 hours per week to
leadership duties. They receive no compensation.
Some dozen subcommittees which serve the board are composed of
members of the medical staff and co-op members expert in such areas
as facilities, planning, community affairs, finance, management, member services, mental health, and so forth. These committees meet
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monthly, prior to the regular board meeting, to investigate matters
assigned to them by the board and to make recommendations to the
board.
Co-op membership is further represented through eight geographic
district organizations which meet quarterly for discussion and review
of board and committee actions, and for health education programs.
Physicians particil)ate in the health education at these meetings.
Board members always attend to ascertain the district members'
wishes and, to describe'or clarify objectives, policies, problems, and so
forth.
Our 1971 operating budget is $21 million. We have capital assets of
$20 million which includeda modern 302 bed hospital and diagnostic
medical center, six outpatient medical centers in a two-county area,
and two additional centers in planning and construction stages to be
completed in 1972.
We employ more than 1,400 people including a group of 145 physicians. This highly trained health team covers a spectrum of virtually
all physician specialities and therapists.
uur plan includes medical and surgical care in the home, in outpatient facility, or in hospital, as well as preventive measures, X-ray
and laboratory services, physical and occupational therapy, and outpatient mental health care.
Also covered are nearly all prescribed medications, private duty
nurses and ambulance service as ordered by the physician. Enrollees
may receive an unlimited number of days of hospital care for
nearly all illnesses. Coverage up to $10,000 is provided for emergency
care required by enrollees if they become ill or injured while away
from their home county.
We offer lifetime coverage. We guarantee the delivery of health
care services to our members'. If we cannot provide the needed service
within our staff, which is rare, we purchase it at no extra cost to the
patient.
In my testimony today, there are three major areas which we wish to
emphasize for your consideration as you structure a health care plan
for the Nation. Because the time allotted today is short, I will speak
to these points briefly. We have attached supplementary material to
this testimony and will be willing at any time to work with the
members and staff of your committee in providing more detailed
information.
(The information referred to follows:)
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THE "CO"

IN COOPERATION

This booklet sets forth the basic rules
governing your actions as a member of
Group Health Cooperative. They were
adopted by the membership and are subject
to change at any time the membership
believes they are no longer suitable. They
cannot be changed except by the
membership.
As a "Co"-operator you are an individual associated with a number of your
fellow men in a democratic organization
to carry out together a task beyond the
power of any one individual to accomplish
al one.
The association of individuals for a
purpose in a democratic society entails
duties and responsibilities as well as
rights and benefits.
Principal among these is the duty and
responsibility to make democracy work
in your Cooperative by knowing the rules,
by attending and participating in Cooperative meetings, and by working in harmony
with your fellow members.
Founded on the principle of democratic
cooperation,
Group Health is making
available the benefits of modern medical
science at costs that are not prohibitive.
The outstanding features of Cooperative
Medical Service are prepayment of costs,
preventive medicine, and group health
practice.

GROUP HEALTH COOPERATIVE
OF PUGET SOUND
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BY - LAWS
Group Health Cooperative
of Puget Sound
Preamble
This association shall endeavor:
a. To develop some of the most outstanding hospitals and medical centers to be found anywhere,
with special attention devoted to preventive medicine.
b. To serve the greatest possible number of people
in the Puget Sound Area upon the consumers'
cooperative plan.
c. To place matters of medical practice under direction of physicians on the staff employed by it and
to afford strong incentive for the best possible
performance on their part.
d. To recognize other employees of the Cooperative
for purposes of collective bargaining and to provide incentive, adequate compensation and fair
working conditions for them.
e. To educate the public as to the value of the cooperative method of health protection, and to promote other projects in the interest of public health.

ARTICLE I
Members
Section 1. Qualifications For Membership. Membership in this corporation (hereinafter called the Cooperative) shall be open to persons who believe
sincerely in its purposes and who show their willingness to devote the necessary time and personal attention to have this Cooperative function properly in
accordance with democratic, cooperative principles.
No person shall be denied membership because of
race, color, religious belief, political convictions,
or station in life.
The Board may also contract with labor unions,
trustees of welfare funds, and other organizations or
persons desiring to take service on a group basis
from the Cooperative, for the application of any excess of payments made for such service over costs
thereof as determined by the Board to the payment of
entrance and membership fees in the Cooperative for
the subscribers or other persons specified by the
Board. The Board may provide for the group payment
of amounts specified by it in lieu of individual mem1 Z, "
ber dues.
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The Board may make any services regularly furnished by the Cooperative available to the general
public, in such manner as the Board may provide.
Section 2. Admission To Membership; Fees, Dues
and Privileges. Applications for membership must be
approved by the Board of Trustees or by the majority
of the members of the Cooperative voting upon the
proposition at any members' meeting. As a condition
to the applicant's becoming a member, the Board may
require a medical history or an examination of the
applicant by. a physician designated by the Board.
*Eachperson becoming a member shall pay twentyfive dollars as an entrance fee and seventy-five dollars as a lifetime membership fee. In addition he
shall pay one hundred dollars as capital dues for use
solely to construct or acquire hospital and other
capital facilities. The entrance and membership fees
may be paid in installments of such minimum amount,
together with such service charge, as may be provided from time to time by the Board. Capital dues
may be paid within the first year of membership or
over a ten-year period at the option of the member.
If he selects the second option, he shall pay an
additional twenty dollars over the ten-year period as
a service charge. Capital dues, exclusive of the service charge under the second option, shall be refunded
within such time after termination of membership as
may be determined by the Board.
Medical and hospital service shall be rendered to
the member and to members of his family upon the
terms and conditions of contracts approved by the
Board and executed by and between the member and
the Cooperative, relating among other things to the
payment of medical dues as provided from time to
time by the vote of the membership or the Board and
to the payment of any .amounts due on the entrance
fee, membership fee and capital dues. The word
"family" as used herein means the member's spouse
and unmarried sons and daughters if they reside regularly with the member or qualify as dependents for
income tax purposes, and also means any other eligible person who qualifies as a dependent for income
tax purposes or who has a special family relationship
to the member, as determined from time to time by
the Board.
Medical dues shall be paid in advance. A member
who has paid his entrance and membership fees and
his capital dues, or who is paying installments regularly as they become due and has paid.,at least twenty-five dollars, and who is current. in his monthly
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dues payments, shall be entitled to vote as a member.
The Board of Trustees of this Cooperative may
contract with any other consumer cooperative organized to render health services upon a plan similar to
that upon which the organization and operation of
this Cooperative is based, for the acquisition of the
assets and the assumption of liabilities of such other
cooperative by this Cooperative and the issuance of
memberships in this Cooperative to persons who shall
have subscribed for membership in such other cooperative, all upon such terms as the Board of Trustees
may deem just.
Section 3. Voting; Meetings. Each member shall
have one, and only one vote; voting by proxy shall
not be permitted except that an adult member of the
family may vote for a member in the latter's absence
from a meeting. Absentee ballot voting shall be permitted for the election of Board members at regular
annual meetings. Ballots' for this purpose shall be
prepared by the Secretary of the Cooperative at least
ten days before the meeting and shall be furnished to
members upon request. Ballots shall be counted only
if received, properly signed and completed, before
the time of the meeting. A regular annual meeting
shall be held each year at such time as the Board
shall specify, provided that the meeting shall be held
not earlier than April 1 of any year and not later than
May 1. Special meetings may be called at any time by
the President, or by a majority of the Trustees or by
petition signed by one per cent or more of the members and filed with the Secretary. The time and place
of any regular annual or special meeting shall be
designated by the Board of Trustees, and not less
than fifteen days' notice of any such meeting shall
be mailed to each member at his address as it appears
in the records of the Cooperative.
Section 4. Quorum. At any meeting of the members,
fifty of their number present at the meeting shall constitute a quorum. If a quorum should not be present
on the day appointed, the members present may adjourn from time to time until a quorum shall attend,
or a new notice of meeting may be given as above provided; in the event that such new notice is mailed and
the above'specified quorum should not be present at
the second meeting so called, the members present
shall constitute a quorum for all purposes.
Section 5. Removal of Officers. The members may
remove any trustee or officer, at any regular annual
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meeting, or at any special meeting called for that
purpose. Vacancies will be filled in accordance with
the provisions of Article II, Section lh.
Section 6. Expulsion of Members. Any member of
this Cooperative may be expelled upon two-thirds vote
of the Board of Trustees, after fair notice and hearing. Any member so expelled shall have the right to
appeal, with fair notice and hearing, at the next succeeding regular meeting of the members or at any
special meeting called for that purpose; provided,
that he gives the Secretary written notice of appeal
within thirty days after notice of expulsion is delivered or mailed to him. His expulsion shall be confirmed, or reinstatement effected, by majority vote of
the members present at such a meeting. Grounds for
expulsion shall :)e neglect or refusal to comply with
the By-Laws of the Cooperative or with any regulation of the members or the Board of Trustees.
ARTICLE II
Trustees
Section la. Board Composition; Terms. All powers of
this Cooperative between member meetings shall be
vested in a Board of Trustees composed of eleven
members. Each Board member shall serve for three
years, the date on which the term of each incumbent
Board memberexpires to be as heretofore established,
provided that:Of the two members at-large to be elected in 1965, the one receiving the lower number of
votes, or in case of a tie vote, the one determined by
lot, shall serve for two years; of the four District members to be elected in 1967, the one elected from District No. 3 shall serve for two years; and Board members thereafter elected to either of these positions
shall serve for three years. All Board members shall
hold office until theirsuccessors are elected and qualified. Only members of the Cooperative shall be members of the Board. No employee of the Cooperative
shall be a Board member.
b. Nominating Districts. There are hereby established eight member districts as set forth on the map
attached hereto, designated "Map of Nominating Districts established at the Annual Meeting of April 18,
1964." Members living in areas outside of the member
districts set forth in the map attached hereto may be
included by motion of the Board in such adjacent
districts, as shall fairly suit the members' convenience.
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Each district shall hold four membership meetings
each year.
Under rules and procedures approved by the Board,
there shall be an executive committee in each district.
Each of the eight districts shall have one representative on the Board, who shall be nominated in
accordance with the procedure set forth in Sub-section
c hereof. Such representative need not be a resident
of the district. The remaining three members of the
Board shall be persons nominated from the membership at large in accordance with the procedure set
forth in Subsection d hereof.
c. Nominations Of Board Members By Districts. At
a regular district meeting to be held not later than
November 30 of the year preceding ainy year in which
the term -,f the 3oard member representing a district
expires, the members of the Cooperative residing in
such district shall elect a selection committee of not
less than five and not more than nine members residing in such district. This district selection committee
for Board member shall meet not later than December
31 and select for their district one or more Co-op
members as candidates from which the district shall
select one or more nominees for Board member to be
presented to the regular annual membership meeting
of the Cooperative. The district selection committee
for Board member can function with a quorum present.
The candidates shall be voted on by the district at a
regular district meeting to be held not later than March
1. The manner of the district elections of delegates
to the selection committee for district Board member
shall be determined by the district executive committee. Written notice of the candidates and of the time
and place of the meeting for nomination of the recommended district Board member shall be mailed to each
Co-op member residing in the district not less than
ten days prior to the meeting. The time, place, and
procedure to be followed with respect to such voting
at the district meeting shall be determined by the
selection committee, or a majority thereof, at the
same meeting at which the committee makes its nc,:inations. Other candidates for such nomination may
be nominated by petition signed by twenty-five or
more members residing in the district and filed with
the district chairman at any time prior to the nomination. After the district nomination, members residing
in the district may nominate additional recommended
district Board members by petition signed by fifty or
more of their number if filed with the Secretary of the
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Cooperative not less than twenty days before the annual meeting of the general membership.
In the event that unfilled positions exist on any
selection committee for district Board member, the
district executive committee shall appoint qualified
persons to complete the number required. In the
event that a selection committee is not functioning
prior to January 10, the Board or a committee appointed by it shall form a selection committee for
the district.
d. Nominations of Board Members at Large. For
the purpose of nominating the Board members at
large, each member district above mentioned shall
select one delegate at the November meeting in the
year preceding any year in which the term of a Board
member at large expires to meet with the delegates
of all other member districts not later than December 31. Such nominations shall be made by majority
vote of those present. The eight such delegates
shall nominate one or more nominees for each position of Board member at large not later than February 15. A list of these nominees shall be published
in the call to the annual meeting of the general membership. Nominations for the three Board members
at large may be made by petition signed by fifty
members of the Cooperative and filed with the Secretary not less than twenty days before the regular
annual meeting of the general membership.
e. The Secretary of the Cooperative shall attend
to the calling of area and district meetings, providing not less than ten days' written notice thereof.
f. Mailing of Nominating List; Ballots. A list of
district and at large nominees selected by the delegates as above provided shall be mailed to the membNtrs at least ten days prior to the annual membership meeting. The names of all persons nominated
shall appear on the ballot.
g. A majority of the members of the Board shall
constitute a quorum and the concurrence of a majority of those present shall be necessary and sufficient to transact any business.
h. Vacancies. Vacancies occuring on the Board
"hall be filled temporarily by election by the remainder of the Board, and a person so elected shall serve
until the next regular annual meeting of the general
r.,:,bership,

at which

time

a

successor

shall be

.lettcd in accordanIce with the procedure hereinabove set forth to serve for the unexpired term. The
[3.trd may by a majority vote remove any member
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thereof who regularly absents himself from Board
meetings without reasonable excuse. Absence from
three consecutive regular Board meetings shall automatically create a vacancy unless excused by the
Board.
Section 2. Meetings. Regular meetings of the
Board shall be held once each month. Special meetings may be called at any time by the President or
by the majority of the Board. The time and place of
any such meeting shall be as specified by the majority of the Board or by the one calling the meeting in
the case of a special meeting. Notice of any regular
or special meeting shall be given at least twentyfour hours prior thereto, except that previous twentyfour hour notice of special meeting may be waived
providing a waiver of notice on a form prescribed by
the Board is signed by all Board members.

ARTICLE III
Officers
Section 1. Officers. The officers of the Cooperative shall be: President, Vice President, Secretary
and Treasurer. All officers shall be elected by ballot at the first board meeting, after the meeting of
the members at which the Board is elected. Each
officer shall hold office for one year or until his
successor is elected and qualified. The President
must be elected from members of the Board; the Secretary and the Treasurer need not be Board members.
The same person may hold the office of Secretary and
Treasurer simultaneously. Each of such officers
shall perform the duties usually incident to the respective office, including those hereinafter more
particularly mentioned, and such other duties as may
be assigned to each of them by the Board. The
Treasurer shall be bonded in such sum as the Board
may fix.
Section 2. The President shall preside at all
meetings of the members, and of the Board. Under
the direction of the Board, he shall have general
charge of the business of the Cooperative, shall execute, with the Secretary, all deeds, contracts, and
instruments authorized by the Board.
Section 3. The Vice-President shall be vested
with all of the powers and duties of the President in
event of the absence or disability of the latter.
Section 4. The Secretary shall keep the minutes
of the meetings of the members and of the Board; he
shall execute all deeds, contracts and the instruments authorized by the Board.

1108
Section 5. The Treasurer shall receive and deposit
all monies or funds of the Cooperative, in such depositories as may be selected by the Board; he shall
disburse the funds of the Cooperative, in the manner
directed by the Board. The Treasurer shall render to
the President and to the Board, whenever they may
require, accounts of all his transactions as Treasurer.
ARTICLE IV
Conduct of Business
Section 1. Neither the Board of Trustees nor the
membership shall supervise, regulate or intervene in
the professional relationships between the physicians and their patients.
Section 2. Individual medical records, including
action taken by the Board upon any application for
membership, shall be kept confidential unless with
the member's written consent otherwise.
Section 3. All proceeds of the Cooperative over
costs of operation, including payments to physicians and other employees, shall be devoted to the
acquisition, construction or improvement of structures or facilities designed to improve and extend
the service of the Cooperative, and no one shall receive any pecuniary gain or benefit by reason of
his membership herein.

ARTICLE V

Employees
Section 1. Management. The Board shall employ
and fix the compensation of a managing officer, who
shall have such title as the Board may designate,
and who shall manage the business affairs of the
Cooperative under the supervision of the Board and
perform such other duties as the Board may require.
Section 2. Medical Staff. The Board shall execute
suitable contracts with the medical staff employed
by it, taking account of established usage in standard teaching hospitals, which contracts shall be designed to effectuate the purposes of the Cooperative
in its relation to such staff.
Section 3. Other Employees. The Board shall
contract with, or otherwise fix the term of employment of such other persons as it may deem necessary for the proper conduct of the business of the
Cooperative.

ARTICLE VI

Evidence of Membership, Records, Refunds
and Transfers
Section 1. Evidence -f Membership; Records. Upon approval of an app..cant for membership and his
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payment of the entrance fee, and upon transfer of
membership as hereinafter provided, the applicant
or transferee shall be issued evidence of his status
as a member in such form as may be prescribed by
the Board. The Cooperative shall keep a complete
record of approvals for membership, transfers, withdrawals and cancellations.
Section 2. Refunds. In case a member dies or
moves out of the service area of the Cooperative,
and in such other cases as may be prescribed by the
Board, the Board, in accordance with formulas prescribed by it, may authorize refund of the membership fee or a portion thereof.
Section 3. Transfers. Except as hereinafter provided, membership shall be transferable only to
persons approved by the Board or by the members;
upon such approval and payment of a transfer charge
of twenty-five dollars, the transferee shall have all
the rights of a member. In case a member dies, the
membership shall be transferred without charge or
obligation, except for the obligation to pay the unpaid balance, if any, of the membership fee, to the
surviving spouse or to any adult member of the family entitled to service at the time of such death under the standard Members' Agreement; provided that
such person applies for transfer of membership and
executes a Members' Agreement within ninety days
after the date of such a death.
ARTICLE VII
Amendments
Section 1. These By-Laws may be amended at any
time by a majority of those voting thereon, at any
regular membership meeting or at any special membership meeting called for that purpose. The Board
may submit, or upon petition signed by five per cent
of the members filed with the Secretary, the Secretary
shall submit, any amendment to the By-Laws at a
membership meeting. In either event the Board shall
cause a copy thereof to be forwarded to each member
not less than five days prior to the membership meeting. If a special meeting of the membership is called,
the copy shall be forwarded by first class mail.
By-Laws Last Amended
Annual Meeting April 3, 1965
Reprinted May, 1965

GROUP HEALTH COOPERATIVE
OF PUGET SOUND
Seattle, Wash.
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1970 in REVIEW

Group Health Met
Demands of Growth
14.F. NEWMAN,
M.D.,M.P.H.
Director
The year of 1970 was one of trial in the Puget Sound
area and the State of Washington. Thousands of workers,
primarily in the aerospace industry, lost their jobs due to
economic conditions beyond their control.
Yet, paradoxically, Group Health Cooperative of Puget
Sound experienced a record year in growth. The Cooperative gained 14,000 members and subscribers for an 11.5%
growth in its population by the end of 1970.
Group Health began the year with 121,716 enrollees
and ended it with 135,725 enrollees. There appear to be
three main reasons for this healthy growth in a time of
economic adversity.
First, years of work in educating employers, Unions,
and governmental bodies about the benefits of pre-paid
group medical care came to fruition with a number of major
groups offering Group Health as an alternative choice to
workers.
Second, many who lost their traditional health care coverage when they lost their jobs chose to enroll as members
of the Cooperative i order to provide health care coverage for themselves and their dependents.
Third, a number of group contracts which had their
open enrollment period come due during the year saw
large numbers of workers switch from other health care
plans to Group Health Cooperative of Puget Sound.
Group Health has never engaged ini extensive advertising or promotional campaigns. The increasing acceptance
of Group Health in the Puget Sound area means, in our
opinion, simply that it works. Those who belong to Group
Health are its best advocates in telling the Group Health
story.
The medical staff has a constant recruiting program in
progress to get the best possible physicians for our service.
During the year the medical staff added 19 new physicians
and two optometrists.
The planned ratio of physicians to subscribers in 1970
was one physician to 1,070 enrollees. This meant that whenever a thousand persons came into the Cooperative another
physician had to be added to the staff. If there was a lag
in recruitment of physicians it simply meant the staff had
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to work harder to keep up with the demand. It isto their
individual and collective credit that they met this test.
Nurses, technicians, clerks, maintenance, and administrative personnel also faced this continuing challenge of growth
with devoted service and good humor. It may sound like a
cliche but the past year clearly demonstrated that Group
Health employees and the members they serve worked In
true Co-Operator fashion of service and consideration for
one another.
The question is often asked "Why doesn't Group Health
limit its size?" The answer is that to do so would mean
sharp increases in monthly dues. To arbitrarily limit the
size of the Cooperative would mean an almost automatic
'aging" of the group as a whole as new, younger, and for
the most part healthier members, were denied easy access
into the Cooperative. At the same time the economic forces
which press upon all of us individually and collectively
continue unabated.
Most important, however, is the very conceptof this
Cooperative as expressed in the preamble to its by-laws.
The preamble is reproduced on the cover of this annual
report and we hope you will read it. The founders of the
Cooperative-in those trying years of readjustment after
World War If-looked forward to making Group Health
Cooperative of Puget Sound a positive force for good, low
cost medical care throughout the area.
Now 24 years later their vision has been verified as
demand for our service mounts at an ever increasing rate.
Contained in this report to the membership are a number of graphs and charts which summarize our operation
for the past year. We hope you will look at them and ask
us questions through the quarterly district meetings if
you have questions. This narrative will hit a few of the
highlights from the statistical material.
Operations
Income increased in 1970 to $18,693,194 and expenses
increased to $17,891,819 providing an increase in net worth
of $801,375. The $801,375 represents a margin of 4.3% of
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Group Health...
experienced a record year....

income which approaches the Board of Trustees stated
policy of maintaining a margin of 5%.
The margin is needed to provide a sound base on which
to finance expansion of facilities and to provide a safety
factor for contingencies. To fashion a budget on an exact
break-even point would be to court financial disaster and
to seriously hamper orderly development of facilities and
services. This small operating margin also means Group
Health must always be developing new, more efficient ways
of delivering health care. Operating expenses come under
close scrutiny of the fiscal and management committee of
the Board of Trustees at regular monthly meetings and
by the full Board of Trustees. The day-to-day operating
costs are monitored and controlled by management.
Group Health members, subscribers, and other Washington State residents in 1970 continued to demonstrate their
support of the Cooperative through the purchase of $299,
100 worth of Group Health bonds. The sale of these bonds
provides a further sound base for financing of new facilities.
Our income is derived primarily from member dues
($6,364,836), group contract payments ($7,777,808), and
Medicare payments ($2,225,877) with a much smaller part
coming from various charges such as fee-for-service care
for non-members.
The largest single expense, as in all health care organizations, is for salaries. A total of 60.5% of the 1970 "Group
Health Dollar" was spent for employee salaries and medical
staff compensation. Although medical technology has reached
a high degree of sophistication good health care is now, and
will continue to be, dependent upon skilled personnel rather
than machines.
Hospital
While work was being pushed to finish the new $6.5
million west wing to the hospital demand for service from
the existing 167-bed hospital was at an all time high.
An occupancy rate of 86.3% was maintained for 1970
with the average length of stay at 4.7 days per patient.

This low average hospital stay reflects Group Health emphasis on preventive health care. The hospital often was
operating at capacity but no GHC subscriber was denied
needed service. On a number of occasions it was necessary to
purchase beds and services from several hospitals in the
community. There is no extra charge to Group Health
patients when this is necessary. The opening of the new
wing in 1971 which will almost double the number of beds
available-a total of 302-should dramatically ease this
situation.
A special tribute is due Miss Marian Gillespie, hospital
superintendent, who began her service to GHC in the "old"
St, Luke's building in 1956. She helped bring into existence
the "new" Group Health Hospital 10 years ago in 1960
and is completing her career as consultant for expansion
of the new wing. She and her staff worked many long hard
hours to meet he crushing demands for hospital service
during 1970.
About 80% of all health services provided by the Cooperative are done on an out-patient basis-in doctor offices
or laboratories-but our hospital must be able to handle
the demands of our patients who need its special services.
Costs Comparison
Just how good a buy is medical care through Group
Health?
On page 10 is a chart entitled "Annual Per Capita Costs
of Selected Health Services-Group Health Cooperative
Compared to U.S. Average, 1968 - 1970."
The 1970 figures show that physician and hospital cost
per person in the United States total $226. The total for a
Group Health member was $143. There is little difference
in outpatient cost-$100 for a GHC subscriber compared
to $104 for those outside Group Health-but it is believed
that GHC people actually use outpatient services more than
those outside our system. The dramatic difference is in the
$37 spent by the average Group Health subscriber for hospitalization compared to $112 for the person outside GHC.
Hospital care is the single most expensive medical service
for most people in the United States. Group Health's em-
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1970 was a
year of outreach

phasis is on preventive medical care which reduces the ents of Public Assistance payments. The program provides
necessity of costly hospital stays. The savings in hospital
comprehensive health care to the recipients at dramatically
costs promoted by the Group Health system are passed onto - less cost to the taxpayers-at least 25% less cost than under
its consumers.
other systems.
The Cooperative also was awarded a grant by the Office
of Economic Opportunity to create a health care plan for
Outpatient Visits
500 low income families in rural southeast King County,
During 1970 Group Health's growing population logged
To help accommodate this group, a five-doctor addition was
521,626 outpatient visits to physicians. This meant the added to our Renton Medical Center.
average enrollee had a total of 4.01 visits to the doctor
The Cooperative was awarded a grant to provide care
during the year.
to 500 families in the Seattle Model City Area.
Work was begun and was virtually completed by the end
Other Services
of the year on Group Health's new 13-physician Capitol
lill
Family Health Center.
Laboratory services totaled 570,428 during the past year.
Innovative programs of health care such as the MEDEx
X-ray services totaled 85,194 and 797,044 prescriptions
were filled by pharmacists. We should note that during program and the Nurse Practitioner program were put into
1970 Group Health filled its 5 millionth prescription since effect. Group Health was proud to train four of the first
14 graduates of the MEDEX program carried out through
its start in 1947. Miss Ruth Brown has headed our prethe University of Washington. This program puts the skills
scription service since its inception.
of former Armed Forces medical corpsmen to work as
physician assistants. Nurse Practitioners in the field of
Babies
pediatrics and obstetrics-gynecology are demonstrating a
Group Health welcomed 2,122 newborn members In 1970. high level of professionalism, freeing more time for physiA birthrate of 16.3 per thousand enrollees. It was the high- cians to treat sick people, and at the same time devoting
est rate of birth since 1962 when the rate was 16.7 per
more care to children and expectant mothers.
thousand enrollees.
Thirteen young physicians out of 101 inquiries formally
applied for admission to our three-year residency program
in Family Practice.
Highlights
We believe this summary of Group Health's activities in
1970 was a year of outreach.
1970 and our projected goals for the months and years
Work began on the 18-physician medical center in Lynnahead demonstrate our faith in the future of the Puget
wood which eventually will become the site of a 150-bed
Sound area. We pledge that we will do our part to remain
hospital,
a healthy, growing operation that will provide service to
At the request of members and friends in Olympia the
the community as it fights its way back to more stable and
Board of Trustees began plans for development of a medhappier days.
ical center in the State Capital to become operative in
1972.
Sincerely,
The Trustees also gave the go-ahead for development of
plans for a medical center in the Bellevue area.
HAROWD
F. NEWMAN, MD.
ELEANORA. BRAND
In September Group Health recorded its first full year
Director
Pr¢i|
of service to 1,000 families (4,000 people) who are recipi-
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4364*
2834
1247*
TOTAL
CO-OP GROUP
RespondedRespondedResponded
(Percentage
of affirmative responses)

2.

4
5
6

8

Do you think Group Health should establish
a Family Planning Service? ....................................
Do you believe the dues rate for children should be changed? ......
(a) If you answered yes to question 2, do you want the children's
rates equalized-all children pay the same amount of dues? .......
Do you want contraceptive (birth control) counseling fully available
to everyone through an Increase in dues of about $,03 per enrollee
per month? ................................................
Do you want birth control drugs or devices provided through
an Increase in dues of about $.13 per member per month? ........
Do ou think Group Health should provide medical counseling
for impotency and frigidity (no increase in dues foreseen) .........
Do you want GHC to provide preliminary consultation for
Infertility at a probable cost of $.01 per enrollee per month? ......
Surgical sterilization. Do you want to:
(a) Continue non-coverage. Pay for sterilization
on fee-for-service basis? ......................................
(b) Continue non-coverage but adjust the fees for men and women
so there is less disparity in the price? ..........................
(c) Include surgical sterilization in regular coverageno estimate of cost at present time.) ............................
Maternity fee. Should GHC:
(a) Keep the current maternity fee
of $150 to $175? ..............................................
(b)Increase the maternity fee
to reflect Inflation? ...........................................
(c) Require full payment of costs
now at $710 per birth)? .......................................
(d) Eliminate the
maternity fee? ...............................................
Abortions. Should GHC:

(a) Continue Nov. 25,1970,

policy? .....................................................
(b) Not perform
abortions? ..................................................
(c) Cover abortions
in its contracts? ..............................................
(d) Provide abortion services at actual cost
without the current ceiling of $150 to $175? .....................
'Includes results for 283 questionnaires not readily
Identifiable as to type of enrollment,
-Includes group conversion also.
More than 52,000 copies of the January-February
Issue of VIEW were mailed to GHC families. Eight

77
50

74
49

84
52

48

47

50

73

68

82

49

43

62

83

81

88

64

61

73

51

55

41

33

33

34

25

21

32

42

42

43

51

53

46

9

8

9

4

3

5

51

51

53

15

is

14

16

12

20

29

33

21

percent of these questionnaires were completed and
returned to Group Health. The return rate for co-op
families was 11percent. Four percent of group and
group conversion families returned completed
questionnaires.
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MEMO:

To: Group Health members
From: Ken Fleming, Editor
Sub): Results of Family Planning
Questionnaire
You were asked In the past Issue of VIEW to complete a Family Planning Questionnaire to tell Group
Health's Board of Trustees, medical staff, and
management whether you wanted new coverage in the
field of family planning by Increasing your dues.
Bill Mori, the man who handles GHC's mallroom,
was running the electric mail opener like a buzz saw
trying to keep up with the more than 4,000 returned
questionnaires that came whipping back in February
and March. Two people were kept busy tabulating
the returns. Compilation of the questionnaires was
cut off March 26. All questionnaires received since
that time are being studied but the trend was evident
within the first few weeks.
An analysis of the returned questionnaires is on
the opposite page along with the exact language of
the questionnaire.
In a nutshell here are your opinions:
a Group Health should establish a Family Planning
Service.
" Half of those responding think the children's sliding dues rate should be changed and 48% think
all children's dues should be the same.
a A heavy majority-73% -think contraceptive (birth
control) counseling should be fully available at an
increase of $.03 per enrollee per month.
" Only 49%, however, voted to cover the "pill" and
contraceptive devices at an increase of $.13 per
enrollee per month.
" Approval was given by 83% for providing medical
counseling for impotency and frigidity at no Increase in dues.
" A $.01 Increase per enrollee per month to provide
preliminary consultation for infertility was given a
"yes" vote by 64%.
" A 51% majority said GHC should continue to
charge for sterilization operations on a fee-forservice basis rather than Include this In the
regular coverage.
a The maternity fee should be increased to reflect
Inflation said 51% of those responding while 42%
said GHC should keep its current maternity fee of
$150 to $175.
a A majority of 51% said Group Health should continue its policy of a $150 to $175 ceiling charge
for abortions.
The total response was In excess of 8% of the
number of issues mailed to GHC homes. Advertising
people tell us a 2% response to a national advertisIng coupon is average while a 7% response Is considered quite successful. Twice as many Co-Op
members, replied compared to Group enrollees.
Several hundred persons attached comments to
their quest1dnnslres. The most emotional statements
concerfid GHC'a policy on abortion service.
The editor was both denounced and complimented
on the Family Planning article and questionnaire,

the large amount of black ink used for reverse
effect was criticized, and yes, we are still working
out the bugs with the computer service to eliminate
duplicate mailings to some of you.
The recommendations of the Board of Trustees
concerning Family Planning coverage are printed
next to this memo. Please study them, look at the
questionnaire results, get your tickets to the Annual
Meeting this month and come prepared for an action
night of decisions.
If you plan to attend the Annual Meeting you are
asked to pick up your tickets at any of GHC's area
clinics or to contact the Member Services Department, EAst 5-9400, ext. 354, and they will be mailed
to you. There is no charge for the tickets but you
will help us plan how much coffee and cake we
should have for the social hour which begins at
6:30 p.m. in the Olympic Room, North Court, Seatie Center, Saturday, April 24. The business meeting starts at 8 p.m. In the San Juan Room.
We hope to see you there.

THE BOARD
RECOMMENDS ...
The 11-member Board of Trustees of Group
Health Cooperative of Puget Sound Is making the
following recommendations to the Annual Meeting
regarding extension of contract coverage for Family
Planning:
1. The current policy of differential rates among children should be continued. This means the first
child Is charged more than the second child, the
second child Is charged more than the third with
all children past the third child charged the same
amount.
2. Family planning should be Included In contract
coverage providing medical counseling regarding
contraception, Impotency, frigidity, sterility, and
fertility.
3. The policy of non-covetage of birth control drugs
and devices should be continued.
4. Sterilization operations should not be included In
covered services but should be made available
upon a schedule of flat fees which do not, Involve any substantial subsidy out of dues Income.
5. A maternity fee set at the approximate current
level should be continued.
6. The Interim policy on providing abortion services
adopted by the Board on November 25, 1970
(which sets maximum charges no higher than the
maternity fee) should be made the permanent
policy of Group Health Cooperative.
The Board's recommendations were adopted at its
February 24 meeting. The Board did not have before
it at that time the results of the compilation of the
Family Planning Questionnaire which was not completed until late In March. The Board made its recommendations on the basis of votes taken In the February round of District Meetings on the questilonnalre, their research Into the subjects Involved, and
of course, personal contact with members.
The Annual Meeting has the authority to adopt
policy. The Family Planning Questionnaire and the
Board's recommendations are advisory only. The membership Is free to accept, modify, or reject Board
recommendations.
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LYLE F MERCER
Ostrict No t

ELEANORA BRAND
District No 4

ARTHUR SIEGAL
District No 2

AUBREY DAVIS, JR.
District
No. 5

BRUCE T. HULSE
District
No,7

EUGENE V LUX
Oitrict 0No8

CURT W. NUSSBAUM
At-Large

CHARLES STROTHER
At-Large

GEORGE BOLOTIN
Dstrict
No 3

HILDE M BtINBAUM

RALPH BREMER
At-Large

1970 BOARD OF TRUSTEES--fight Member Districts
Group Ifealth Cooperaive of Puget Sound is owned and controlled by
Its Co-Op members. B Atween annual meetings of the Cooperative an elected
11-member Board of ,'rustees sets IIC policy and supervises its operation.
Eight of the 11 mem')ers are elected from tho geographical districts
shown on the map or this page. Three of the Trustees are elected to At-Large
positions. The Trustees serve without pay and devote many hours to
committee work in additionn to their regular monthly meetings of the Board.
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Nominees for Board of Trustees
NON-CONTESTED POSITIONS-Three-Year

Term

Mrs. Eleanor A. Brand has served on the Board of Trustees since
1967.
For the past year, she has served as President of the Cooperative.
She also serves on the Joint Conference Committee, the Committee on
Service in Olympia, and Is a Trust Director of GHC's Charitable Fund.
She has been a member of GHC for the past 16 years, has been active
in the League of Women Voters, and was a lobbyist for that organization
for three legislative sessions. She currently is working as a tax
consultant to the Washington State Senate and is chairman of the tax
reform organization, Justice Under State Taxation (JUST).

Unlyetsity.Lake Shotel;
Dlistrk No. 4
ELEANOR A. BRANO
Houswife, Leglslstive
Tax Consultant

Bruce T. Hulse is a specialist engineer in aircraft noise control for The
Boeing Co. lie has served as Vice 'resident of the Cooperative for the
past year. He is chairman of the Committee on Service in Olympia, serves
on the Joint Conference Committee and the Facilities and Planning
Committee, as well as the Employees Retirement Plan Committee. Hulse
is a former Renton City Councilman and has served as an area
representative for the Seattle Professional Engineering Employees
Association, past president.of the Planning Association of Washington,
and chairman of Commission on Education of the Renton First United
Methodist Church. lie holds A.B. and M.A.degrees in Physics.
lie
is active in Boy Scouts of America and Toastmasters International.

Renton District No. 7
BRUCE T. HULSE
SpecialistEnglneer

Eugene V. lux, a building contractor, was appointed to the Board of
Trustees July 1, 1970, to fill a vacancy. He has been nominated to
complete the term which expires in 1973,
Lux has been a GHC member
since 1052. lie has served as president of the Puget Sound Cooperative
League and is a past member of the Board of Directors of the
Washington Committee on Consumer Interests. Ills assignment$ from
GHC's Board include chairmanship of the Employees Retirement Plan
Committee and membership on the District Activities Committee
and the Member Services and Hospital Committee.

It
Sno.Klng Dwlrtct No. 8
EUGENE V. LUX
Contractor

CANDIDATES AT-LARGE-Three-Year

Term

(Vote for One)
Curt W. Nussbaum has been a member of the Cooperative for the
past 16 years. lie is completing his first term as a member of the Board
of Trustees. lie is chairman of the Board's Facilities and Planning
Comnittee. lie serves on the Fiscal
and Management Committee and is
a Trust Director of GIC's Charitable Fund. Nussbaum was a member
of the Central District Executive Committee for six years and its
chairma;t for three years, before his election to the Board. He Is part.
owner and secretary-treasurer of a local corporation. He holds a Swiss
degree In Comparative International Law of Commerce and an
equivalent in Philosophy.

rIURT W. NUSSBAUM

Businessmen

Richard A, Fox isa vice president and counsel for a local title
insurance company. fie is a graduate of the University of Washington
Law School. Fox has been a member of the Cooperative since 1953.
He was chairman of the former Joint District Council and also was
chairman of the old Wallingford District of GHC. He has served two
years on the Welfare Committee. Fox is a member of Services, Inc.,
an organization devoted to training the handicapped; Spastic Trustees
Board, and Kiwanis International.
RICHARDA. FOX

Susinessman
Attorney,

VET
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Cost and Utilization Statistics
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Hospital admissions lurting 1970 tuAaled i1,122 f85.5S
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Annual per capita costs of GTIC Health care delivery are
significantly lower than U. A. average.
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GHC Hospital during 1970 operated at 8SS:. Capacity
occupancy rate. Patients treated and discharged averaged 4.7 days in hospital.
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There were 521,626 visits to physicians by GIIC enrollees; rate per enrollee 4.01.

GltC laboratory services totaled 570,428 during 1970,
that amounts to 4,385 lab services per thousand enrollees.
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Enrollees during 1970 received 85,194 X-ray services, at
rate of 655 per thousand.

w

GIIC pharmacies handled 797,044 prescriptions during
1970; 6,126 per thousand enrollees.

1122

54

58

6?

66
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At th and of 1970 Group Health Cooperative of Puget Sound had a
total of J35,'25 men, women and children enrolled. This represented a
growth of 11.5% for the year. Group Health's growth is predicated
on a 10% yearly Increase. The Cooperative bogan with 200 members6(0 people Including dependents-in 1947. As the chart show there
were 64,259 Cooperative enrollees last year; 65,717 Group enrollees,
S5,749 Group Conversion enrollees
Group Health Is owned end controlled by the Co-Op members. The
Co-Op members pay in a membership tee Investment of $100. Of this

58

62

66

70

58

62

66

70

,25 goes for processing of the member and his family and $75 Is
for capital for the Cooperative. Each Co-Op member also invests
$100 in capital dues In the form of $100 in the first year or at the
rate of St.00 per month for 10 years. A "typical" family of four, two
adults and two children, paid $3860 per month last year for a cornplete package of health care including doctor visits, hospifaliaetion,
medicine, and mental health services.
Group enrollees are enrolled under contracts negotiated with employers,
laborofunions,
groups,
and governmental
In
the case
Group professional
enrollees, the
membership
and capital units,
dues
are assessed by incorporating these costs
charge

in the monthly service
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A Profile of GHC Members
The distribution of Group Health
Cooperative enroll,-es by ae and sex
as shown in the accompanying chart
is virtually a mirror reflection of
the population in GIlC's heaviest
Service area of Snohomish and King
cotanties.
The young, middle-aged, and elderly
within the Cooperative closely match
their counterparts by percentage
throughout the two-county area.

Within the Cooperttlee womenoutnumber the men with 52,8,'>, of our
population compared to 47.2r,,- for
the males. Group Health has nightly
o more young enrollees.-40,, -than
the twtb eourtlee with 38.9', In that
age bracket, The middle years 21 to
. '64,sr close with 62.7,
for Gilc
slid 52,.61 for the general population
In the area, The Cooperative has
slightly fewer enrollees 6,year.s of
; ie anti over representing 7.3% of
our population compared to 8.6'

In tito two counties,

aAPhere Is no distinction made as to
aree,color, religion or creed among
, enrollees or the employees who
.l 'serve them.

TOTAL
Males
Females
0.20 years

40.0

38.9

21.64 years

52.7

52,6

65 years
andover
0.5 years
5.9 years
10-14years
15-19years
20,24 years
25.34 years
35-44 yeats
45.54 years
55-59 years
6064 years
65,75 years

75 years
andowr

W&Wik

100.0 100.0
47,2
49.1
52.8 50.9
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,
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7.3

8.5

8,2
9.9
10.6
9.7
13.2
10.8
12.5
537
4.7
53

8.4
9.8
10.2
8.9
8.6
14,1
11,4
11*7
4.7
3.7
5.0

1,9

3.5

7.5

1959

1,036

19.0

1960

1,032

17.0

1961
1962
1963
1964

1,116
1,099
1,035
917

17.5
16.7
15.2
12.6

1965

1966
1967
1969
1970

12.2

_998

1,037
1.209
1,503
1,710
2,122

18
12.5
14.1
14,9
16.3
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tONDENSED COMPARATIVE BALANCE SHEET
m bee31, 1970 and 1969
-Cash on hand and in banks .
648,413
,
.
+Funds held for capital
..
293,606
Improvements
.
Recelvable, less reserve for
bad debts, net .......... 223,751
1,025.108
Dues receivable, net .....
Inventorle and prepaid
.e. ............. .. _1!285

.70346
. 062,961
46lldileg nd land, net .
equipment
, n.t.......... 1.307.12
"ontruction In progress
UK
6,16,924,29

~

$

1,235,649
302,660
1.020,732

_3,113
7,065,636
1,.175,276
164,1
,6,2

ropettyheldfortuture use..

924,216

*64938

2871

28.4

Tota aet......

i

OM Intest ...
pruedtaxes
Iaddues anrt dposits ..
rant portlon Iterm debt ...
nB-term debt fmds, etc.).

"$ 62,324

1970
612,480
441,090

16

230,068
233,793
408,318

$

903369

428.002

6"thr assets .............

I

BIITII5
""
yabie...$
irrent eccotnltp
lares and Wa pOyable..

151,347

T"'T

tMeERS'

+

ital due~

.

.$ 1,744,351

1.00.919
3,785.002

ot d surplus
SInan4$d
4nd
er"4v
for etlih,
Woknc~.
eituitin
cao

-4,611V

$20,141,685

members' equty.

1.678,81,
80,011

16

CONDENSED OPERATING STATEMENT
oom~parstve for the years 1970 end 1969

kj#Ooperatllv members' dues -S 6,364.83
te Qontrat dues......

VaedjcieIncome.
Medical erntvces .

$ 68,42.294

1177,8

.

2.2S,877

$,9K4130

.

878,721

Hospilt.: Noetfromtcharge
248,574
.pents...............
'Other Income, entrance

fees, etc....

'

.........

4,40

-7$4,171

23n4,02
402,20

$17,9'5.109,578

Total incom....

Where the GHC dollar
came from
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How the GHC dollar
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$$7.2404~70
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2,61'7,541
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GROUP HEALTH LEADERS and government officials took
part in the dedication of the new Capitol Hill Family Health
Center last month. From left are the Rev. Samuel B. McKinney of Mt. Zion Baptist Church, who offered the invocation; Walter Hundley, executive director of Seattle's Model
Cities program; If. F. Newman, M.D., GHC director: Mrs.
Eleanor A. Brand, president of the Cooperative; Mrs. Gertrude Dawson, manager and supervisor of nurses for the
Family Health Center; R. B. Monroe, M.D., chief of staff
for the center; and Glenn A. llartquist, M.D., chief of staff
for Group Health.

IO

Post-Intelliffenter Photo by Cary Tolman

'IOU

EXTERIORVIEW OF NEWCAPITOL HILL FAMILY HEALTH CENTER
't's located about a half block south of GHC hospital

STATE REP. MICHAEL K. ROSS, MRS. DAWSON AND LYLE
MERCER.Legislator congratulates new manager and GHC Board
member

Capitol Hill Family Health Center
Now Serving GHC Central Area
The new Capitol Hill Family Health Center is now serving
Group Health subscribers in the greater Central Area of
Seattle.
The 13-physician health center opened its doors March 1
and was formally dedicated in ceremonies held March 21
before more than 100 members, friends and government officials. The two-story $600,000 building is located at 122-16th
Ave. E. about a half block south of GHC's hospital.
The roster of physicians assigned to the Capitol Hill
Family Health Center is listed on page 15.
The Family Health Center epitomizes Group Health's
emphasis on the use of a family doctor as your primary
care physician. Currently there are nine General Practitioners and two Pediatricians assigned to the Health Care
Center with room for two more physicians.
The building, which was designed by George Bolotin,

architect, contains its own pharmacy, emergency room, Xray department, laboratory, and patient record section.
Appointments are made through the central appointment
center EAst 9-4000.
Walter Hundley, executive director of Seattle's Model
Cities program, praised Group Health's action in building
the Family Health Center which will help provide comprehensive care for 500 families to be enrolled in Group Health
through the Community Health Board of Model Cities.
State Representative Michael K. Ross was among the city,
state and federal officials who attended the dedication. The
Family Health Center was built by Douglas G. Gorman, Inc.
R. B. Monroe, M.D., is chief of staff for the new medical
center and Mrs. Gertrude Dawson, R.N., is manager and
supervisor of nurses. The medical center is the fifth to be
built by the Cooperative.
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GROUP
HEALTH
MEDICAL
STAFF
ROSTER
The April, 1971, Group health
Medical Staff directory includes:
Glenn A. Hartquist, M.D.
CAhtfe
"et Sidi
CENTRAL
General Practice
Connolly, Maeve J., M.D.
Jones, Muriel E., M.D.
Miles, Ward C., M.D.
Nagasaka, A., M.D.
Strandberg, A. F., M.D.
Tinker, Richard V., M.D.
Diagnosis and InternalMedicine
Arst, Daniel B., M.D.
Clarke, Edmund R., Jr., M.D.
Houghton, Benjamin, M.D.
Janeway, Charles M., M.D.
Nokes, R. Jean, M.D.
Quinn, John J., M.D.
Spence, William F., M.D.
Tobe, Robert, M.D.
Werrbach, Jon H., M.D.
Wilson, William S., M.D.
Obstetricsand Gyneeology
Amy, Bruce M., M.D.
Bills, Ervine, M.D.
Garrison, James M., M.D.
Magar, Alfred, M.D.
Malan, Kennett, M.D.
McLeod, Deane E., M.D.
Merkle, Vernon J., M.D.
Ryan, Robert J., M.D.
Thaidigsman, James H., MD.
Turner, Leslie D., M.D.
Van Ostrand, J. R., M.D.
White, Asher A., M.D.
Orthopedics
Forland, Trygve, M.D.
Ramamurti, P. C., M.D.
Reed, Charles, M.D.

Surgery
Bourdeau, Robert V.. M.D.
Colter, Donald C., M.D.
Cook, Rodney M., M.D.
Fox, John R., Jr., M.D.
Montgomery, Duncan, M.D.
Pope, William N., M.D.
Vetto, Roy R., M.D.

Sachs, Bernice, M.D.
Smith, Faith N., M.S.W.
Spoerl, Otto H., M.D.
Woodson, Emily, M.S.W.

Pediatrics
Fong, Willis M., M.D.
Harris, Evelyn S., M.D.
Lusby, J. Richard, M.D.

Laboratory
Kloeck, John M.

Dermatology
Quintiliani, A., M.D.
Swafford, T. Dwight, M.D.
Weir, Thomas W., M.D.
Ear, Nose and Throat
Rowan, Paul L., M.D.
Stagman, Robert G., M.D.
Radiology
Geller, Arthur S., M.D.
Mansy, A. W., M.D.
Sailer, Joachim F., M.D.
Sparling, Gerald, M.D.
'athology
Marshall, Charles E., M.D.
Schuldberg, I. I., M.D.
Ophthalmology
McEvoy, Joseph P., M.D.
Newton, Dana, M.D.
Urology
Canfield, Earle G., M.D.
Norehad, Ernest A., M.D.
Von Seggern, James, M.D.

DiagnosisandInternal Medicine
Wisehman, Charles, M.D.
Demao g,
Barnett, James R., M.D.

Hematology
Houghton, Benjamin, M.D.
Tobe, Robert, M.D.

Ophthalnlnoogy
Wright, C. Larry, M.D.
Optometry
Eisen, Gregory L., O.D.
NORTHGATE

Optkmetry
Barry, John W., O.D.
Beattle, Robert J., O.D.
Hagerman, Wayne T., O.D.
Olsen, John A. O.D.
Pennlngton, John D., O.D.
Smith, Gerald, O.D.

General Practice
Bulger,Roberta A., M.D.*
Carlson, Edwin J., M.D.
Carlson, M. N. S., M.D.
Knudson, Richard, M.D.
Leighton, Charles R., M.D.
Leland, Harold B., M.D.
Newman, Jeffrey E., M.D.
Ronning, Arvid L, M.D.
Ross, Vernon F., M.D.
Sherry, Robert, M.D.
Swan, Stephen C., M.D.
Van der Meulen, P. W. F., M.D.
Viles, Vernon V., M.D.
Weaver, N. Dean, M.D.
Chief of Nerthute StsI

BURIEN
GeneralPractice
Arner, Arthur J., M.D.
Benitez, Franco B., M.D.
Burt, Jacqueline, M.D.
Dickson, John F., M.D.
Emch, James R., M.D.
Hayden, Daniel T., M.D.
Mulder, John R., M.D.
Ch.i o! Buries 8t1
Diagnosisand Internal Medicine
Kumasaka, George, M.D.
Peditrics
Burns, Robert M., M.D.
Maletzky, Avron J., M.D.
Optometry
Goodman, L. C., O.D.

Diagnosisand Internal Medicine
Greeley, H. McLean, M.D.
Pediatrics
Hauck, Robert C., M.D.
Kette, Robert, M.D.
MacColl, William A.. M.D.
Simunds, Phyllis S., M.D.
Optometry
Schimpf, H. G., O.D.
Small, Robert M., O.D.

CAPITOL HILL
Anesthesiology
Bennett, Patrick, M.D.
Browne, Anthony B., M.D.
Clayton, John P., M.D.
Patterson, Lawrence, M.D.
Neurology
Seiffert, A. Kurt, M.D.
Neuro-Surgery
Knopp, Lawrence M., M.D.
Schultz, Arthur L., M.D.
Mental Health
Cockrell, Marion, M.S.W.
Croda, Ronald, M.S.W.
Draper, F. Monty, M.D.
Halgren, Fern, M.S.W.
Kogan, William, Ph.D.
Macdonald, Nancy, M.S.W.
Mejo, Robert W., M.D.
Nelson, Patricia, M.S.W.
Ramsey, Otis E., Ph.D.

Genral Practice
Deitchman, J. Kenneth, M.D.*
Hopw we, Don M., M.D.
MeAlister, Robert, M.D.
Messtt, Raleigh C., M.D.
Mo,roe, R. B, 14.11.
ctef of cupilutHo Slsa
Stapleton, Ross B., M.D.
Stever, Robert C., M.D.
Takaki, W. Richard, M.D.
Wright, Jonathan V., M.D.
Pediatrics
Luce, Ralph R., M.D.
Macdonald, Constance, M.D.

Cainr.! Ra*

DOWNTOWN

i,0 P
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Diagnosisand InternalMedicine
Kaminsky, David, M.P.
Pediatrics
Biles, Andrew R., M.D.
Gephart Hwrlan R., M.D.
Reigel, David G., M.D.

General Practice
Cole, Robert E., M.D.
Poragren, Robert, M.D.
Gollnick, Lea, M.D.
Coral, Arthur S., M.D.
Chief of 1tos
se1.1
llartquist Glenn, M.D.

*Foamily
Pruett, Sesidst

RENTON
General Practice
Affolter, William T., M.D.
Ferse, Paul, M.D.
Green, Elmer, M.D.
Koshy, Saramma, M.D.
Nugent, Carl G., M.D.
Rieke, Alyson, M.D.
Roper, John W., M.D.
Sell, Ricthard, M.D.
Suchoski, John P., M.D.
Wery, Frans L., M.D.

Opt,~eetry
Kaminski, A., O.D.
Root, Robert, O.D.
. f15i
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CALL TO GHC ANNUAL MEETING Members of Group Health Cooperative of
Puget Sound, Inc., (a nonprofit corporation) are hereby notified that the
regular Annual Meeting of the Membership will be held in the San Juan
Room, North Court of the Seattle Center, Seattle, Washington, at 8:00 p.m.,
Saturday, April 24, 1971.
The Boardof Trustees will offer the following Agenda:

Approval of the Agenda • Approval of the Minutes of the previous (1970)
Annual Meeting , Report of the Director - Reports of Nominating Committees • Election of Board Members • Action on Reports • Ratification of the
Proceedings of the Board of Trustees • Old Business • New Business - Announcement of Election Results and Installation of New Trustees • Good of
the Order • Adjournment
NOTE:It is the wish of the Board that members planning to propose Resolutions
at the Meeting submit copies of the same to the President,preferably on or before
Friday,April l6, 1971, gut in no case later than 24 hours before the Meeting.
Address correspondence to Mrs. Eleanor A. Brand, President, Group Health Cooperative of Puget Sound, 200 15th Avenue East, Seattle, Washington 98102.

DISCUSSION
OF EXTENSION
OF BENEFITS
and
PROPOSED
DUES CHANGES

Renal (Kidney) Dialysis
Congenital Conditions

Blood Bank Service Charges
Family Planning (Sterility, etc.)

Northwest-May 10, 7:30 p.m.

North Seattle Community College
9600 Burke Ave. North, Auditorium 1-1-41 A

University
Lake Shoreline--May 11, 8:00 p.m.

Northgate Medical Center
10200 - 1st N.E.

Central-May 12, 8:00 p.m.

1600 E. John Building
Conference Room

Renton-May 13,7:30 p.m.

Renton Medical Center
275 Bronson Way, N.E.

Eastside-May 17, 8:00 p.m.

Puget Sound Power & Light Bldg.
10608 N.E. 4th, Bellevue

Rainier-May 17, 8:00 p.m.

Glaser Beverage Co. Auditorium
2300 - 26th So.
(Near Sick's Stadium)

Sno King-May 18, 8:00 p.m.

P.U.D. Building, Lynnwood
21018 Highway 99

Southwest-May 19, 8:00 p.m.

Burien Medical Center
140 S.W. 146th

VOICE YOUR OPINION BE AN ACTIVE PARTICIPANT!
LEARN MORE ABOUT ISSUES VITAL TO YOUI

Return Postage Guaranteed

200 15th AVENUEEAST
SEATTLE,
WASH.98102
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[From the Los Angeles Times, June 12, 1970]
POPULAR COOPERATIVE: SEATTLE HEALTH PLAN CUTS COSTS BY 25 PERCENT

(By Harry Nelson)
SEATTLE.-A consumer-owned group health plan here Is showing that it is

possible to give top-quality care to the poor at better than 25% savings under
what It costs elsewhere.
And the people love what they are getting.
They are scrambling to get on the rolls of Group Health Cooperative of
Puget Sound (GHC), which last November launched a pilot program to care
for 1,000 families on Medicaid, the health program for the poor that Is called
Medi-Cal in California.
The program in many ways appears to be a trial balloon for the prepaid
national health insurance plan for the poor announced Wednesday by President
Nixon.
Like Mr. Nixon's plan, the program here is prepaid, it is expressly designed
for poor families and It Is financed by Medicaid tax funds.
So far the experience shows the taxpayers are saving more than one-fourth
what it would cost if doctors did the work on the usual fee-for-service basis,
according to Dr. Robert P. Hall, assistant director of the State Department of
Public Assistance, the department that pays Medicaid bills.
The state Is paying GHC $38.60 a month ($463.20 a year) to provide basic
medical care for a family of four persons. If neded the people get up to 180
days of hospitalization a year, unlimited visits 'to a doctor, one pair of glasses
a year, obstetrical care, all essential drugs including contraceptives and all
blood bank work.
GHC has hired two workers whose sole job Is to visit the homes of the
poor, explain the benefits to which they are entitled and encourage them to go
to one of GHC's five health facilities in Seattle to make use of the services.
"The subscribers are delighted with the service and I think GHC has a
very good method of doing things," Dr. Hall said in an interview.
In California it would be almost unthinkable for a state official to encourage
more people to use more Medi-Cal services. This is because the program now
costs $1 billion a year in state and federal taxes-an average of $550 for each
person eligible--and Is climbing steadily.
The number of claims filed for Medi-Cal services has increased 40% in the last
30 months-from 98 claims for every 100 persons eligible to 136 for every 100
eligible. Since each claim increases the coc, of the program, there Is little
official encouragement for people to use it.
Like President Nixon's plan, the GHC plan works on a different philosophy.
Instead of a charge being made for each service performed a group of doctors
is paid a flat amount to take care of all basic health needs. That Is what is meant
by prepaid.
Like all group practices, GHC consists of a number of doctors of all specialties-120 doctors to be exact. GHC also owns Its own hospital. Therefore
a person can get any kind of care he needs by entering one door rather than
having to shop around as he commonly does under the fee-for-service solopractice system.
Because It Is less fragmented than the traditional way, a prepaid system combined with group practice, makes possible a more intensive preventive medicine
program. Preventive medicine is considered highly desirable because it can substantially reduce that element of health care that costs the most-hospitalization.
In California hospitalization accounts for $400 million out of the $1 billion
Medi-Cal budget. Any system that could reduce the need for hospitalization,
while at the same time assuring care when needed, would save substantial
amounts of money.
Last year GHC gave comprehensive care for $68 a year less than it would
have cost the average person in the United States. Based on a family of fourthe unit size aimed at in Mr. Nixon's proposal-this would be a saving of $272
a year.
Dr. Hall said the principal reason for the savings under the GHC plan is that
inappropriate surgery and unnecessary hospitalization are reduced to a minimum.
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Under the traditional fee-for-service system, proponents of prepaid programs
say, there are no incentives to keep doctors and other vendors from rendering
services that are not essential. In fact the incentive in fee-for-service Is to give
more rather than fewer services.
Under the prepaid system, they say, the incentive is to give people all kinds
of care needed to keep them from needing the most expensive kinds of hospitalization and surgery.
GRouP HEALTH COOPERATIVE OF PUGET SOUND
A SUMMARY

OF THE ORGANIZATION AND

OPERATION

OF THIS MEDICAL CARE

PLAN

History and organization
Group Health Cooperative of Puget Sound is a non-profit consuner-owned cooperative governed by the ROCHI)ALE PRINCIPLES and offering prepaid comiprehensive health care through its own staff and facilities. It Is registered with
the Washington State Insurance Commissioner as a "Health Care Service Contractor". It is not an insurance company. It is a group practice of )hysicians,
hospital based, providing care which has been prepaid. Group Health pays taxes
Including business and occul)ation taxes, payroll, sales and property taxes,except on its hospital compilex,-which like all non-profit hospitals in Washington State is considered tax exempt.
Formed in 1947 with the aim of providing the average Seattle area family
with better medical care at lower cost, it has grown from an Initial group of 200
member families (or approximately 600 people) to its present enrollment of
142,000. The founders were a group of laymen, including union and grange
members, and physicians operating a prepaid service known as the Medical
Security Clinic. Long preliminary discussions, negotiations and financial arrangements led to a merger of the two groups and establishment of Group
Health Cooperative of Puget Sound.
Group Health's 1971 operating budget Is $21 million. Plant and equipment
now exceeds an investment of $18 million. Over 1,200 persons, including 135
physicians, are employed by Group Health Cooperative.
The individual "Co-op Member" and his family comprises about 50% of Group
Health enrollees. The Co-op Member enrolled on an individual family basis pays
in a capital investment in the form of an interest free loan of $175 plus $25 for
the initial processing and health examinations of the family. Monthly dues for
a Co-op family of four (two adults, two children) are about $38 per month for
comprehensive health care coverage, including prescribed drugs.
Approximately 40% of our enrollees are members of industrial labor and government worker groups served under group contracts negotiated with their employers. With Group enrollees capital and membership dues are incorporated
in the monthly dues structure. Largest of our groups is our 12,000 Federal Eml)loyees. Monthly dues for a Group family of four are about $40 per month.
Another 5% of our enrollees are those originally covered under group contracts,
not eligible for Co-op membership, but able to continue lifetime coverage through
a Goup Conversion plan.
All income of the Cooperative is devoted to providing medical care and facilities
for its members and subscribers. About 5% of total income for medical care comes
from private patients. A charitable fund provides the opportunity for members to
give or bequeath money to the Cooperative, to be used for philanthropic purposes
and to be tax free.
Group Health enrollees are concentrated in King. Snohomish and Pierce counties of the State of Washington. They represent a wide variety of ethnic, political,
religious, educational and occupational backgrounds.
The health care, for which they contract with Group Health, provides lifetime
coverage, includes medical and surgical care in home, outpatient facility or hospital, as well as preventive measures, diagnostic x-ray and laboratory services.
physical therapy, mental health care, prescribed drugs, medications and surgical
supplies, private duty nurses and ambulance service as ordered by the physician.
Under most agreements enrollees may receive up to 180 days of hospital care for
each specific illness or condition. Not provided through most contracts are blood
or blood derivatives, vitamins and tranquilizers, or unusual drugs not included
in Group Health's formulary, pre-existing illnesses or conditions (under some
contracts) and treatment of pulmonary tuberculosis (presently covered by the
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State). Coverage up to $10,000 is provided for emergency care required by enrollees if they become ill or are injured while away from the Puget Sound Area.
Physical Facilities
Group Health Cooperative owns and operates its own hospital; our current
hospital opened in November, 1960 and is presently in the process of being expanded. Current construction of a six-story addition to the hospital, expected to
be completed late Ill 1971, will more than double the present floor area and provide a total of 302 beds. New intensive care and coronary care units will be added.
Present surgeries, x-ray, physical therapy, occupational therapy, emergency service areas, and the cafeteria, will also be replaced with new expanded units.
The Central main diagnostic and treatment facility, on Seattle's Capitol Hill,
easily accessible from all parts of the metropolitan area, adjoins our hospital and
contains a complete pharmacy, optical department, and the Central Medical Center, one of six medical centers for outpatient care operated by Group Health.
Also on Capitol Hill and directly adjacent to the hospital -and Central Medical
Center is a 13 doctor primary care center. The Capitol Hill Family Health Center
Is a two-story structure having its own pharmacy, laboratory, x-ray and chart
room. This facility was just completed and put in operation In March of 1971.
In June of 1969 we opened a Downtown Medical Center, staffed with 8 physicians and an optometrist and equipped for laboratory, x-ray and pharmacy
services.
About 15 miles southwest of the Central Facility is the Burien Medical Center,
opened in 1964, with a laboratory, pharmacy, and x-ray services. Presently staffed
by 10 doctors and al optometrist, it can be expanded to house 15 physicians.
Renton Medical Center, about 17 miles southeast of the Central Facility, moved
into enlarged quarters in December, 1967. It now has a staff of 15 physicians and
2 optometrists, and houses pharmacy, laboratory and x-ray services.
Northgate Medical Center, 7 miles north of the Central Facility, was opened in
1958 with provision for minor surgery, physical therapy, x-ray and laboratory
services. Twice expanded since, it is now staffed by 18 physicians and 2
optometrists.
In August of 1970, construction began on a sixth Medical Center in Lynnwood,
north of Seattle in south Snohomish County. Completion of the first phase of
construction, to provide space for 18 physicians, is scheduled for Fall of 1971.
Long range plans call for space, for 30 doctors and eventual construction on the
10 acre site of a 150 bed satellite hospital for both acute and convalescent care.
Pians are also underway for medical centers in Olympia and Bellevue,
Washington.
Administration
Among Group Health's distinguishing characteristics and real strengths are
direct election of its governing board by the membership and the working committee structure of that board.
The Board of Trustees is composed of eleven individuals elected by the Co-op
membership, who meet monthly to set policies, study and analyze problems and
in general conduct the business of the Cooperative. Eight are nominated by their
respective (geographical) district organizations, the other three are at-large
members, nominated by a committee composed of one representative from each
district. All are elected at the Group Health Annual Meeting for staggered threeyear terms. Officers are elected by the Board.
Standing Board committees, composed of Co-op members and members of the
Medical Staff expert in such fields of operation as Facilities and Planning, Community Affairs, Fiscal and Management Affairs, Member Services, and the like,
each chaired by a Board member, also meet monthly, prior to the Board meeting,
to investigate matters assigned to them by time Board and to make recommenda
tioms to the Board.
Co-op membership is further represented through eight district organizations
which meet quarterly for discussion of Board and committee minutes and for
health education programs.
The Director, a physician employed on a contract, is directly responsible to the
Board for the operation of the total organization.
The Board of the Cooperative, which also functions as the Hospital Board,
appoints the Hospital Superintendent, who is supervised by the Director.
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Administrative and Policy Manuals developed by the Cooperative define the
organization's a administrative units, ,ections and divisions, and outline policies,
responsibilities, procedures and (lutes for principal staff members. A Coverage
Manual show all contracts and describes all groups covered.
Through the Machine Records and Statistical Department and the Research
Director, olperation and costs are analyzed thoroughly each year to provide the
Board, its committees, the D director and Medical Staff with information needed
for determining future development and Inprovements.
Fourteen Guilds and individual members are organized into a Group Health
Auxiliary, which performs many vital fund-raising and service functions in the
Hospital and Medical Centers. Girls aged 14 to 18 form the Nursettes group who
learn about the health care field through active participation under nurse supervision.
Medical Staff
The Medical Staff contracts with the Board to provide medical care at Group
Health on a 24-hour-a-day, 7-day-a-week basis, covering a full range of medical
specialties. All 135 members of our regular staff are full time with the Cooperative with no other practice outside the Cooperative.
Medical business is conducted through the Chief of Staff and an Executive
Committee elected by the Medical Staff. The Medical Staff is organized into five
basic sections: General Practice, Internal Medicine, Surgery, Pediatrics, Obstetrics and Gynecology. Physicians operating in a specialty are required to be
board-qualified or certified as specialists in that field. Most Staff members belong
to the King County Medical Society, and many hold appointments at other hospitals in the city, as well as teaching positions at the University of Washington
School of Medicine, Childrens' Orthopedic Hospital, and other teaching areas.
In addition to the Chief of Staff and the Executive Committee, the Staff has
Staff Committees which study such problems as personnel recruitment, finances
and Staff Administration. Bylaws have been developed for operation of the Staff
as well as the Staff Hospital Bylaws required for hospitals approved by the Joint
Commission on Accreditation of Hospitals.
The Chief of Staff meets monthly with the Board of Trustees at their meetings,
and Staff representatives are appointed to each Board committee. The Board
appoints three members and the Staff appoints three members to a Joint Conference Committee which is responsible for discussing medical service and making recommendations to doctors and Board for their action.
The Board of Trustees maintains control of doctors on the Medical Staff
through its function as the Hospital Board. It appoints each doctor yearly to the
lHospital Medical Staff. Staff doctors have a program for such fringe benefits as
retirement pay, vacations, sick leave, disability pay and life insurance in addition to their salaries. The Staff contract with Group Health provides for the
prevention of lay interference in the practice of medicine. All matters that deal
with diagnosis and/or treatment or care of a patient are the responsibility of
the doctor and the Staff. No layman may interfere.
The Medical Staff, Pharmacy and Administration operate Group Health's drug
program through a Pharmacy Committee composed of representatives of each
section by the Medical Staff, the Chief Pharmacist, and top Administrative staff
members. Any doctor wishing to use a drug or medicine first applies to the Chief
of his section for its inclusion In the Drug Formulary. If approved by the Section Chief, it is reviewed by the Pharmacy Committee to make sure it does not
duplicate similar drugs already stocked and that it does offer possibilities of
Improved treatment for the patient. If approved by the Pharmacy Committee,
it is then included in'the Formulary and stocked In Group Health Pharmacies as
a covered item.
Visiting nurse service, physical therapy and occupational therapy are available through our Home Health Agency when ordered by the attending
physician. At present there are four visiting nurses, one physical therapist and
one occupational therapist working inI this program. Tis service is closely coordinated with Hospital and Medical Staff to insure that the patient receives
maximum benefits through a system of continuous and progressive care.
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SE kTTLE, WASHINGTON 98102

Group ilealth Cooperative is a no,..profit corporate organization furnishing
health care primarily on a prepayment basis. As a direct service program, the
Cooperative is dedicated to bringing to its members quality medical and hospital
care including preventive medical services.
The Cooperative contracts with the Medical Stall as a group to provide
medical care and arranges for the supplies, equipment and facilities necessary
to provide this care.
The Cooperative, through its Board of Trustees, shall bring to its members
such care and facilities as it is able to contract for and otherwise provide within
the means available from dues and membership capital provided b' its members.

Members' Agreement
This Agreement is made by and between Group Health
Cooperative of Puget Sound. hereinafter called the "Co.
operative," and the individual designated herein as the
"Co-op Member," and sometimes called the "Member."
The Member, in his application for membership in the
Cooperative, has agreed to pay the entrance fee, membership
fee and capital dues in the manner indicated on his application, which Is on file with the Cooperative. In consideration
thereof and of the regular payment of monthly dues in advance as they become payable, the Cooperative shall cause
to be provided medical, surgical and hospital service as
hereinafter set forth; provided that the Member has answered
correctly, and in full, all questions asked of him in his
entrance questionnaire and application for membership and
for service. If the Member fails to do so, then regardless of
the cause or reason for his not doing so, the Cooperative
within one year from the date of such application may, at its
election, refuse to extend any service under this Agreement
for any condition or conditions to which any such question
Effective date of Agreement:

COOP MEMBER:

was material, or may cancel this Agreement upon five days
written notice and refund the Membership capital theretofore
paid by the Member. The Cooperative may exercise such
election to refuse service or cancel the Agreement at any time
if the applicant intentionally failed to answer correctly all
material questions asked of him in his application and
entrance questionnaire.
This Agreement supersedes and replaces all previous
Agreements. Where there is in effect a prior Members' Agreement at the time that this Members' Agreement becomes
effective, then the time which must elapse before receipt of
maternity benefits (Sec. 9) or treatment for pre-existing conditions (Secs. 16. 18), and the time limitations for hospital
care (Sec. 8) or the computation of time in any other case
as a condition precedent to or as a limitation upon the amount
of any hospital, medical or other benefits hereunder, shall
include the time elapsed under such prior Agreement.

GROUP HEALTH COOPERATIVE OF PUGET SOUND
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Seeton I. Sonic to Co-op Member and His Family. It is the
Intent of this Agreement that all persons covered on a full due*
paying basis shall be entied to the medicalsalcal and hospltal service hereinafter described, subject to
don, exclusions and limitations, all as hereinafter described.
The Member may apply for coverage under this Agreement
for a spouse and unmarried sons and daughters if they reside
regularly with the Member or qualify as dependents for Income
tax purposes. The Member may also apply for coverage uner
this Agreement for any other elgible person who qualifes as a
dependent, as defined for income tax purposes, and for other
eligible person having special family relationships to the Member, as dtermlned from time to time by the boird of Tree
of the Cooperative.
The Member must pay dues for all person accepted by the
Cooperative for coverage hereunder pursuant to applietion by
the Member for such coverage. Coverage shall not be aVailable for children unless adult dues are being paid on at least
one member of the family.
In the event that the Member hereafter wishes to add to this
Agreement eother
persons,
application
be are
made
in
writing
forcerag
of suceh
additional
persons,must
If they
accepted
for
coverage de Copeative shall furnish service to them upon
payrnen' of required dues.
Secte
o L Age Lmdtatim. Any person who has reached the
age limit established by the Board and W forth In the attached
Dues and Fee Schedule shall not be eligible to appl for coverage
limited hoshereunder, but may receive partial payment
pital coverage under Section 15 If eligible therefor.
Any person accepted for covered under this Areement,
and any perso covered by a Member' Agreement
cihIs in
ful effect on the date that this Agreement becomes effective.
shall contime eligible for coverage until he has attained age 65
as long as dues are paid as herein provided. He shall continue
eligible thereafter for o
without age limitation: however.
tie Cvooretive will set to
requirements, by separate
monorothrwie,esinedto enable the Cooperative to
the full1 benefits ofthe Federal Medicare law (Mdi Congress,
First Sasslon, Public Law 84W, 79 Stat 268) as now In effect
or hereafter amended. Such coverage thereafter shall be conditioned on compliance with all such requirmen Including paythe
ment of dues, fees or charges as therein set forth. Perdi
adoption thereof, any such person who has attained age 6S shall
contime to be eligible for coverage hereunder as long as dues
are pad a berets prodded.
Seethen L Doe. The monthly dues shall be as stated on the
Dues and Fee Schedule attached hereto. Dues are subject to
change from time to time by the Board of Trustees. Any chag
of dues shall be made in accordance with the Bylaws of the
Cooperative, and notice of such dolhnge shall be mailed to the
Member at his address as it appears In the records of the Cooperative. However, failure of a member to receive notice shall
not affect the change or effective date of change In dues.
Dues hereunder shall be payable on a calendar mcnth basis,
on or before the first day of the month for which they become
due.
Seethe 4. General Scope of Agreemen. Except as otherwise
hereinafter specifically prvided, the services and benefits here.
under shall be limited to the diagnosis, care or treatment and
prevention of disease, sickness and Injury.
Section 5. Medleal and Surgical Car to be Provided. The
medical and surgical services to be provided hereunder shall
be furnished by the Medical Staff of the Cooperative and shall
Include the following: Office, home and hospital calls; consul.
tations; eye examinations and refractions; surgical procedures,
both major and minor, as required; health evaluations for early
detection of disease or other conditions, and physical examinaUons as required In the diagnosis, treatment or prevention of
disease or ilness; x-ray and labrtory oprcedures, Including
deep x-ray and radium treatments; physcal therapy treatments;
drugs, medicines and orthopedic a lances that may be used or
prescribed by the Medical Staff othe Cooperative. Care and
treatment shall be subject to exclusion and limitatons as set
forth In Section 16 hereof.
Sectlan 6. Hespta Care. The Cooperative shall provide haspitaliration In ward beds wh'le a patient is under the care of a
caofthe Cooperative and ina hospital d:gnatd byIt
Mronditions usually accepted by the hospital
covered by
this Agreement The hospital services shall Include board -- ad
room; drugs and medicine, dressings, floor nursing, operai.-g
room, anesthesia, cast room plaster cast, x-rays laboratory
examinations, and other serves customary -n mer tpitsj

.

procedure. The Cooperative shall provide hospital care when it
isnecesary and the attendingephysican of the Cooperative
directs the patient be hospitaied As a condition of receiving
hospital care the patient shall comply with all the r -es and
regulations o the Cooperative and all orders of the attending
physicians. Hospital care is subject to exclusions and limitations
as set forth in Section 16.
The cost of nursing home care shall not be borne by the
Cooperative, but the exclusion of nursing home care shall not
exclude the services of the Cooperative's physicians and the furnishing of drugs and medicines from the Cooperative's pharmacy If and to the extent that a person confined to a nursing
home would otherwise be entitled to such services and benefits
under his coverage.
It a person so confined to a nursing home Is entitled to home
calls under his coverage, nursing home calls shll be provided
under the same circumstances and within the same limits as
home calls are provided under Section 14.
Section?. Special Nurses and Private Hospital Room. The Cooperative shall provide a private room and/or a special nurse
or nurses if these are prescribed by the attending physician of
the Cooperative.
Sectie S. Limit of Time for Hospital Care. The Cooperative
shall provide hospitalization as required and directed by the
attending physicians of the Cooperative for a maximum of one
hundred and eighty (180) days for each disease, sickness or
injury resulting from a separate and distinct cause.
Section S. Maternity Benefits. The Cooperative shall furnish
maternity care hereunder for an adult female, or for a married female regardless of age if she Is covered, 'and has been
continuously covered under tis Agreement or a prior Members', Group, or Group Conversion Agreement for a period commenclng not less than thirty (30) days prior to concepton. Coverage or this purpose means full coverage, except that cverae, whether full or partial, as a dependent child, under any
such prior Agreement, shall be included In the computation of
time.
All maternity care Is subject to the condition that, in addition
to the dues payable hereunder, there shall be paid for each
maternity case a maternity care fee. Such fee, shall be one
amount in the case of a married female whose husband is
also fully covered, and has been continuously covered for the
period and In the manner specified In the preceding paragraph.
shall be a higher amount in all other cases. These amounts
are specified in the Dues and Fee Schedule attached.
When pregnancy results un miscarriage a charge shall be
made for the amount of hospital care provided, if any. but in no
instance shall it be more than the total maternity care fee.
Infants born In Group Health Hospital of a mother etitled to
full obstetrical coverage under this Section shall, upon written
application therefor, be eligible for coverage from birth for all
conditions including care and treatment of congenital conditions.
Infants born of a mother who is covered by this Agreement but
who is not entitled to full obstetrical coverage as defined in this
Section shall be entitled to coverage from birth the same as
other infants referred to above except that the first five days
of routine nursery ca shall not be covered.
An unmarried femala who is fully covered and has been
contimously covered, at r.hidren's rate. for a period commeneLig not less than thirty (30) days prior to conceptiM shall be
entitled to the maternity benefits set forth In this Section on the
condition that the Cooperative is paid adult dues for continued
coverage under this Agreement and retroactively for her past
coverage dujng the period commencing thirty (30) days prior
to conception, less credit for children's dues paid for her coverage during that period.
Section 10. Disease Prevention. The Cooperative shall prvide
Immunization and vaccination against communicable disease
where, in the judgment of the Chief of Staff, effective vaccine
are available. For new immunizing procedures, the Board of
Trustees, at Its discretion, may make a charge.
Section It. Ont-of-Area Emergency Care. The Cooperative
hall bear the cost of out-of-area emergency care for conditions
not excluded under Section 15 up to a maximum of Ten Thousand
Dollars ($10.000.00) In any one case at rates not In excess of the
Fee Schedule adopted by the Board and on file in the Dlrectoes
Office. Coats up to Five Hundred Fifty-five Dollars ($5.00) are
subject to payment by the member of ten per cent (10%) or
Twenty-five Dollars (5.00), whichever Is g
ter. Elghty per
cent (0%) of costa over Five Hundred Fifty.flve Dollars ("5.00)
will be paid by the Cooperative up to the above stated maximum
aggregate amount of Ten Thosard Dollars ($10.000.00). The
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Cooperative will reimburse the member for care covered by laboratory, x-ray and physical therapy services and to doctor's
this
section
, which Includes physicians' services, hospitalization, care by physicians of the Cooperative regardless of where the
drugs and medicines while hospitalized only, and cost of ambu- care is given at the Cooperative. Among other things to which
lance transportation to the place of initial care not to exceed
partial payment rates shall not apply are the following: Hospital
Fifteen Dollars ($15.00).Up to One Hundred Dollars ($100.00)of services, pharmacy prescriptions, home calls, ambulance servthe Ten Thousand Dollars ($10,000.00)
maximum may be used to
ice, emergency care as defined In Section II hereof, furnishing of
transfer a patient hospitalized out of the area to Group Health
orthopedic appliances, service of consultants not on the reguHospital if the emergency condition, In the opinion of the Coop- lar staff of the Cooperative, and x-ray, radium therapy or any
erative, requires the use of ambulance transportation and the other care or treatment, where such care or treatment is not
patient can be safely moved. In considering the cost of ambu.
furnished by the regular Medical Staff and/or facilities of the
lance transportation, a deduction will be made for the cost of
Cooperative.
public transportation involved In the return of the Individual to
Partial payment fees shall be applicable in maternity cases
eattle had no emergency occurred.
if payment Is made in advance at least thirty (30) days
The Cooperative may secure information which It deems only
prior
to date of birth, and shall be applicable In all other cases
necessary concerning the medical care and hospitalization pro- only If
payment is made within thirty (30) days after care or
vided to the patient for which payment Is requested.
treatment Is given.
Out-of-area emergency care Is defined as care for an Injury
or acute illness requiring Immediate medical attention, which
Section 16. Exclusions and Limitations. The services and benoccurs under circumstances making it impossible for the ill or efits provided under this Agreement shall not apply to the following procedures and conditions or any result thereof:
Injured person to present himself to the Cooperative for care.
To be eligible for emergency care coverage, such person
Furnishing of the following articles or things, or of materials,
must become acutely ill or be injured while outside King County supplies or services In connectfsn with their-fitting, installation
or his home county; he must not have been regularly absent
or use: Eye glasses, artificial eyes, artificial members, hearing
from his home county for more than one hundred twenty (120) aids, arch supports or corrective shoes, orthopedic appliances,
days, or for more than ten (10) months if such person is a except for use during treatment up to a maximum of six months,
student, prior to the commencement of such care; and he must
cardiac devices, kidney machines, or any other appliances,
notify the Cooperative of out-of-area emergency care and pre- devices. machines, apparatus, equipment, articles or thins not
sent satisfactory proof of claim within sixty (60) days from the for the specific treatment of disease sickness or Injury but as
commencement thereof. All of the benefits of this Agreement
substitutes for, or to alleviate the effects resulting from, lost or
shall be available through the Cooperative for the emergent con- permanently injured or impaired bodily members, parts, organs
dition on return to the service area of the Cooperative.
or functions, or to serve any other non-therapeutic purpose.
Section 12. Ambulance Service. The Cooperative shall bear
Furnishing of blood for transfusions or blood derivatives, or
the cost of ambulance service within King County If the use of the payment of any blood bank charges; medical services prI.
an ambulance is deemed necessary by the attending physician marly In connection with contraception- surgery for cosmetic
of the Cooperative or the Chief of Staff.
purposes; examinations and reports for tIe purpose of obtaining
Section 1g. The Chief of Staff or physician designated by him or maintaining employment, licenses, or Insurance.
shall determine the medical or hospital care or treatment to be
The Cooperative shall not provide dental care or service.
furnished in each individual case and his or their judgment, The Chief of Staff. or a physician designated by him, shall determine In each case whether the care or treatment required
made In good faith, shall be final.
Is within the category of dental care or service, and his decision,
Section 14. Home Calls, Home calls shall be provided for
emergencies when, in the professional judgment of a physician made In good faith, shall be final.
of the Cooperative, such care Is required. All other emergency
Surgery for conductive deafness shall be excluded. The final
care shall be provided at the facilities of the Cooperative. No determination of conductive deafness shall be by the Chief of
home calls shall be provided beyond the limits of 125th Street Staff of the Cooperative or a physician designated by him.
north and south, and beyond the west shore of Lake Washington
Orthoptic (eye training) care for eye conditions shall be
and the east shore of Puget Sound, or beyond such other limits covered
only when approved by the Chief of Staff or a physician
as may be established from time to time by the Board of designated
by him.
Trustees.
Occupationally incurred disease, sickness and injury, where
Section 15. Medical and Surgical Service at Partial Payment
Rates. Partial payment rates, as set forth in this Section, shall care or treatment Is provided for under municipal, state or
Federal laws, or under any Industrial liability or other form of
be available in respect to any person covered by this Agreement
insurance or coverage carried or maintained by the employer
on a full dues paying basis for the care or treatment of conditions not covered. Such rates shall also be available for the care of a person so becoming Il or being Injured.
or treatment of any of the following for whom the Member pays
Furnishing of dietary supplements, including non-thera"Partial Payment Dues," as set forth in the attached Dues and
vitamins tranquilizer drugs and medicines not for orFee Schedule: Any Member, spouse or child not eligible for peutic
ganic
disease; drugs and medicines primarily for the treatment
coverage on a full dues paying basis; any other dependent as
contraceptive drugs, devices or
4
defined for income tax purposes, or any other person who has of mental Illness or conditions;
a special family relationship to the member, as determined .aents; drugs and med clnes not listed as covered In the Group
health Drug Formulary or not approved for use by the Chief of
from time to time by the Board of Trustees of the Cooperative. Staff;
all drugs and medicines for conditions excluded from
Partial payment coverage shall be effective, without exclu- coverage under this Section or under Section 18, relating to
sion of pre-existing conditions, from the time that dues are first pre-existing conditions and all drugs and medicines for condi.
paid for such coverage. It shall be available for an eligible per- tons subject to partial payment fees and full feeson a fee-forson until he reaches the age of sixty (50). A member desiring service basis.
to continue or to procure such coverage for an eligible person
Any exclusion of medicines and drugs shall exclude ao the
who has reached that age may do so only In combination with
administration thereof.
hospital coverage for persons aged sixty (60) or older, as herein
provided. Such hospital coverage shall he available only for perMental illness, nervous conditions or disorders and such
sons aged sixty (60) or older who ar all Ible for and who pro- other conditions
as In the judgment of the Chief of Staff of the
cure partial payment coverage, and shelf be the same as pro- Cooperative are primarily
the result thereof.
vided for fully covered persons under Section 6, but shall be
limited to thirty (30) days for each disease, sickness or injury
Conditions resulting from wilful misconduct, attempted suiresulting from a separate and distinct cause, and shall not cide, acute and chronic alcoholism, Intoxication and drug addicInclude hospitalization for pre-existing conditions unless or tion; congenital conditions, except as provided in Section 9
until the person has had at least twelve (12) months of contin- hereof In respect to Infants; conditions resulting from a major
uous coverage, whether partial payment coverage or combined disaster, epidemic or acts of aggression and war-connected
partial payment and hospital coverage. Partlaf payment dues conditions; tuberculosis; sterility, impotency and frigidity; nonand hospital coverage dues under this Section are set forth in
therapeutic sterilization.
the attached Dues and Fee Schedule.
Pre-existing conditions except as provided in Section 18.
Partial payment rates shall be sixty per cent (60%) of the
charges regularly made by the Cooperative for non-covered serve.
Except as provided under Section II, Out-of-Area Emergency
ice, as set forth in the Fee Schedule adopted by the Bonrd and
Care, the Cooperative shall not pay for the services of any physi.
on file In the Director's Office, and shall apply only to outpatient clan or surgeon other than one on the Medical Staff of the
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Ccopeiazve, . r be ,iale for nor p:. for soy services, bills or
expenses unless these are authorized by the Cooperative in ad.
dance.
Th- Cooperative may refuse service while the patient is
subect to any mental or psychological disorder or abnormality.
Nc. medical procedures, drugs or devices may be subject to
exclusion until specifically approved as a covered benefit by the
ioart' c? Trustees.
Se' ':. 1 17.Effective Date of Services and Benefits. The right
to sr ,ccs nnd benefits hereunder shall commence on the first
dy 6 the month following acceptance of the applicant for
mere' .rshlp and service, acceptance by him of the Members'
Agr(( eat, and psyinent by him of his first month's dues. By
niuiu agreement, the effective date for services and benefits
WA.
advanced no more than sixty (60) days from the date of
a t'ce f',
ice.
esn18. Pre-existbilg Conditions. Care ofpre-txlstng con.
dii
shall be rosertd after twelve (12) months of continuous
full ti,.s coerag- hereundei, unless during this period it Is ape.
cifi.n ! ex,..udei by wrlittei . ilver unJes this Agreement or
any priur Membsi-' Agreement. Failure to follow treatment
recomi nJed to a menibtr for a preoexistinS condition during
the 1. mulvU4ptir od shall eilu.,. the condilion, even though
not waived lI writing from coverage, until recommended treat.
meat has been carried out.
Section It. Compliance with Regulations. The member and
other persons covered by this Agreement shall comply with the
rules and regulations of the Coperative established by the
Board of Trustees and on file In the office of the Director, and
with the orders and recommendations of the physicians of the
Cooperative. In the event of non-compliance, the Cooperative
shall have the right to terminate all services and benefits hereunder.
Section 20. FacUlties and Perseonel. The obligation of the Cooperative hereunder shall be limited to Its ability to furnish
care and treatment through its regularly employed or contracted
personnel, by means of the hospital or other facilities which it
owns, operates or uses regularly at the time service is requested,
except In those instances where referral outside is made by the
Chief of Staff or a doctor designated by him. Except for hos.
pital care and emergencies, all medical care shall be provided
during regular hours as designated by the Board of Trustees.
Emergency care at the Central facilities shall be provided on a
24-hotdr basis.
Section 21. Sustaining Dues. Any person who is covered by
this Agreement on a full dues paying basis and who, for a period of ninety (90) days or more, may not be able to avail himself of the services and benefits hereunder because of absence
from the area, confinement In a sanitarium or institution, or because of a temporary condition of mental or psychological disorder of such a nature that services and benefits may be discontin.
ued by the Cooperative, may. upon written application. be placed
on a sustqiling douesbasis. Sustaining dues shall be as specified
in the Dv's and Fee Schedule attached. In addition, If the Member b s nut compl.td the payment of Membership and Capital
Dues, he shall be required to continue payment of his Member.
ship and Capital Dues until payment is completed. Payment of
sustaining dues shall not entitle the person or persons for whom
they are paid to any services or benefits hereunder, but shall
entitle them to be restored to a full duespaying basis and to
their former coverage on the date specified in such application
without the necessity of re-application or health evaluation. The
maximum period during which a person may e on a sustaining
dues basis is twenty-four (24) months. However, when the
Cooperative finds there is reasonable cause, the Cooperative
may extend this period on a year-to-year basis. Should reinstatement be desired at an earlier date than the one specified in
the application, It shall be effective upon written application.
made not less than thirty (30) days before reinstatement. After
reinstatement, a parson may not be returned to a sustaining
dues basis until after he hai had at least three (3) months of
coverage on a full dues paying basis. Any Member on sustain.

idues ad who has returned to the service area for more thar.
du y (30) days without reinstating himself shall be terminated
from membership and shall be subject to new membership
requirements.
Computation of time, where provided for under this Agreement as a condition precedent to receipt of maternity benrits,
treatment of pre-existing conditions., or receipt of any other
services or benefits hereunder, shall not include the time dur
Ing which a person is on a sustaining dues basis.
section 22. Third Party Liabllilty.Should the Member or any
other person covered by this Agreement be injured by an act
or omission of a third party for which such third party is liable,
the Cooperative shall be subrogated to, and may enforce the
rights of the Member or Injured person against the third party
for the expense of ail medical, surgical and hospital care furnished, computed at the fees In the Fee Schedule adopted by the
Board of the Cooperative and on file in the office of the Director. Any settlement made with or recovery obtained against the
third party for such injury by the Member or Injured person
shall e deemed to include such expense; and if settlement Is
made or judgement satisfied without provision for payment to
the Cooperative of such amount, the Member shall be liable
to the Cooperative therefor,
The Member hereby agrees to furnish any further assignments which, In the judgment of the Cooperative. may be necessery to enforce such subrogation or to protect the Cooperative's
rightI hereunder.
Nothing herein contained shall be construed to give the Cooperative a claim against any insurance carried by anyone covered hereby, or to the proceeds thereof.
Section28. Termination. Except as otherwise provided hereSthis Agreement may be terminated by the Member upon
thir.y (30) days' written notice.
This Agreement shall terminate and all rights to services and
benefits hereunder shall cease:
(a) As to all persons covered hereby, if the Member's application for membership and for service s rejected; or as to
any person not accepted for service, If some are accepted for
service and others are not; suchtermination to be effective at
the end of the month in which such application Is wholly or
partially rejected; or
(b) If the Member falls to pay his Entrance fee and Membership capital, Capital Dues, or the medical dues payable
hereunder for more than ten (10) days after they become due
and the Cooperative has not waived in writing his failure to do
so; provided that the Cooperative shall have given the Member five (5) days' written notice that the Agreement will Immediately terminate unless the Member pays all amounts
due within the time specified In the notice.
Notices provided for in this Agreement shall be mailed to the
Cooperative at its principal office and to the Member at his
address as it appears in the records of the Cooperative.
Section 24. All provisions of this Agreement are subject to the
Bylaws of the Cooperative as now or hereafter In effect. Otherwise, this instrument and attachments contain the entire Agreement between the parties in respect to the subject matter
of this Agreement, notwithstanding any statement of any kind
made by anyone at the time of, or prior to, the execution of
this Agreement. This Agreement as it applies to all Members
ma y be changed or modified by the Cooperative upon thirty
(30) days' written notice mailed to each Member'esaddress as
it appears In the records of the Cooperative. Failure of a Member to receive such notice shall not affect the change or modlfication, or the effective date therof.
section 2$. List of Attachments,
1. Dues and Fee Schedule
2. Admission to Membership n the Cooperative, etc.
3. ......

......................... ...... ........................................ ..................-..

4 . ...... .. ................... .......................................................................

BEST AVAILABLE COPY
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TO:

New Coop Members

FROM:

D. J. Sherman, Enrollment Director

RE:

Benefits Effective July 1, 1971

The following benefits were added to our general Coop Members' Agreement
effective July 1, 1971.
The attached Agreement does not reflect these changes as we are in the
process of re-printing. When this has been completed, you will receive
an up to date copy.
During the interim, this Endorsement will serve to confirm the addition
of these benefits, unless they have been specifically excluded during
application.
1. Coverage of Dialysis for chronic renal failure (use of kidney
machine, etc.)

80% of cost up to $10,000 per year.

2. Coverage of congenital conditions (birth defects).
3. Coverage of Blood Bank Service charges.
4. Coverage of Family Planning Counseling.
5. Coverage of out of area ambulance increased from $15.00 to $30.00.
6.

Acute hospital care will be provided with no time limit in accordance with the needs of the patient as prescribed by the attending
Group Health physician, without regard to any total days limitation.
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Group Health Cooperative
of Puget Sound
Seattle, Washington

Admission To Membership and Membership
Rights;, Refund of Membership Capital
and Repayment of Capital Dues
Upon Termination

Admaisee to Membership: Persons are admitted to
membership In the Cooperative upon written application
for membership and for service, and acceptance by the
Board of Trustees. Payment of $100.00 Is required for ad.
mission, of which $25.00 Is paid as entrance fee and $75.00
as membership capital. Payment may be made In install.
mental of not less than $5.00 per month plus a service
charge of $.50 for each Installment. Payments are credited
first to the entrance fee and then to membership capital.
If payments are not made as agreed in the application for
membership and for service, membership and service are
subject to cancellation.
Membership Rights: A member who has paid his entrance fee and membership capital, or is paying Install.
ments regularly as they become due, and has paid $25.00,
and who is current in his monthly dues payments, Is entitled
to participate in membership meetings. At such meetings,

each member is entitled to one vote.
Refunds and Repsyments Upon Terrlastin: In the
event of termination of membership, the entrance fee Is not
refundable, and refund of membership capital isdiscretionary with the Board of Trustees. Capital dues are repayable as stated in the dues and fee schedule. Both refund of membership capital and repayment of capital dues
is governed by procedures established by the Board of
Trustees. Current policies and procedures are set forth in
that certain resolution adopted by the Board on December
19, 1956, entitled "A Resolution Establishing Policies and
Procedures For Refund of Membership Capital and Repayment of Capital Dues," which resolution Is hereby made
a part of this Agreement to the same extent and effect as
if fully incorporated herein. Such resolution is available
for inspection at the office of the Cooperative, and copies
thereof will be furnished upon request.
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Addendum to Group Health Members' Agreement

Effective January 1, 1969 the Group Health Members'

Agreement will

include the following added benefits:
1. Mental Health Outpatient Care
Up to 10 outpatient visits to the Group Health Cooperative
Mental Health Service will be provided without charge each
calendar year. Additional visits within the-ialendar year
will be at $5.00 each visit.
2. Visiting Nurse Service
Visiting nurse home visits will be provided to a member's
residence when ordered by a physician of the Cooperative.
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MEMBERS' AGREEMENT

E N

E M E NT

OR

RELATING TO HOSPITAL AND

MEDICAL COVERAGE

OF PERSONS AGED 65 AND OVER
COVERED BY MEDICARE
I. I1EIISI )NS C IVEIEl). This etidor.,vien t i'tai,,,i
to
ill liirsiins igeiiI 65 yeais and otter Ailo li'.e fully quali.

care and treatments of pire.existing conditions shall not be
allicable. and all waivers ill respect to such conditions

lied for hospital and medical isuraine benefits under the

shall lie removed, but such care anti treatment shall lie
subject to the other exclusions and limitations contained

Federal
Nidicare la'.s 189111
Cogi'v-. iir.t
S,.ssion, lPll.
lIhIca

iiaftier

89.97. 79 Stat. 268. 12 1 SCA. Se.
ie

ferred Itas *'divlivair".

13951. here.

iii lite Agreement.

It is niadt,
pail of tie

einherii'
Ar'eniit. heiGroulp Medical C'overage
Agree°
Inleoil
thel
Glroup(Colltivrn,.hi
N.\lihal
(Coittraye
AlrrinCllit
1

aiil all othi group agievnivlt.-. Tiue ',ord "Agreeient"
alsIIm-din
hi- enidors.enno
nlefel,,%
iii
v~achvaset lto
the liar.
Iiiihn"i aginiliii

[to '.hihli

thii

1.IlMI OF TIME FOIl HOSPITAL. CAK.l in con.
iiig thn inuder the Agreement, each day of hospital.

nation shall itc couiited without regard to whether it is
also cmeired Iiy Medicare.

doi-itniti k atallil.

5. IDUIT'Y
T(O MAINTAIN MEDICARE STATUS. It is
2. INTEGIIATION VITl NIEI)ICAIIE. Tliis co'.iage, i6
itgrated ','.ith Medicare, it being the intent that the
C(oiiratihe
ill Ibe paidhy Mediva.r
hi,
for hoiitil a d
medical nor'.
livi iiafthr iroidd for to .,uich
hicv
v\hiit as
benefits are liiroiled bylMediate. To the extent that
,
slch service is ot(0 ivovrd iy Medihari it willle pro.
ided b)"the Cooperative in coiiideration of tlie monthly
dues set forth in the dues and fee schedule attaciw.i to the
Agreement.
3. EXTENT OF COVEIIAE. The hospital and medical
coverage under this elldorsemeit shallbe the sane an the
coverage of a fully covered adult Iiider the Agreement.
and shall lie subject to the same terms, conditions., eclu.
sons and limitations, except that:
(a) i computing the cost of out-of-area emergency
care, there shall be deducted that part of the cost which
is covered by Medicare. This deduction shall be made
notwithstanding that the benefits of Medicare may not
be available because of any of the defaults mentioned li
Paragraph 5 hereof;
(h) Partial payment rates shall lie applicable only to
that part of the service otherwise available at these rates
which is not covered by Medicare. If the benefits of Medi.
care are not available because of any of the defaults men.
tioned in Paragraph 5 hereof, a charge shall be made on it
fre.for.service basis for that part of the cost of service
which would otherwise have been covered by Medicare;
(c) Restrictions contained in the Agreement on the

it Coniditio

of cote'rage under this endorsement that a
•
contiiuoiusly maintain his status as a ler

s.loiiv'i.red

-oni fully qualified for the hospital and medical insurance
leiielit atsialile from Medicare, and that hie shall front
ihne to tiie sign any lapirs and do any other acts or
tlhiigs that may lit reqiilred to olitain payment front Medi.
care. If. by rva.on ofil default by him in any of these
respects. theilienefils of Medicare are riot available. Ihen.
in respect to any service rendered to him by the Coopera.
live, he sha lie charged out a fee.for.service basis for that
part of the cost of service which would otherwise have
lieen covered iy Medicare.
6. lOSPITrA. ANI) MEDICAL SERVICE OBTAINEI)
ESEW IIElF. Nothing contained in this endorsement
,hall restrict the right of a person covered to avail him.
self of his Medicare benefits in connection with hospital
and medical service obtained by him elsewhere in hospital
and medical facilities and from physicians of his own
cioice,. lit the Cooperative shall have no liability for any
part of the expense of such service, except as herein pro.
%idcd in respect to out.of.area emergency care.
7. TIllS ENDORSEMENT shall lie effective as to any
person now or hereafter covered iy this Agreement who
has attained or who attains age 65 and is or becomes qual.
ified for hospital and medical insurance benefits under
Medicare, the effective late to lie the late on which such
Medicare benefits first become available to him.

GROUP HEALTH COOPERATIVE OF PUGET SOUND

President
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DUES and FEE SCHEDULE

0e

FOR ATTACHMENT TO MEMBERS' AGREEMENT
EFFECTIVE JULY 1, 1971

REGULAR DUES - COMPLETE FULL COVERAGE
Adult - under age 65 ................................
Special coverage for persons age 65 and over who are Medicare beneficiaries covered by both Part A and Part B of Medicare ........
Persons age 65 and over covered by either Part A or Part B only of
Medicare ............................................
Persons age 65 and over not covered by Medicare (available only to
persons who arc on a full dues-paying basis prior to reaching age
65) .................................................
Unmarried sons and daughters under age21 residing with the member;
or under age 21 not residing with the member but are dependents for
income tax purposes:
1st child .............................................
2nd child .............................................
3rd child ..............................................
Additional children ......................................
Dues for other eligible dependents under age 21 ................
NOTE: Persons under 21 who are or have been married shall
be classified as adult hereunder.
PARTIAL PAYMENT DUES - For medical coverage under Section 15
for children or adults under 60 years of age ....................
PARTIAL PAYMENT AND HOSPITAL DUES - For medical and hospital

coverage under Section 15 of a person between the ages of 60 and 65.

SUSTAINING DUES - Adult ...............................
Dues paying children (1st three only) .......................

$15.65 per month
8.45 per month
14.65 per month

19.10 per month

7.15 per month
5,70
3.85
2.40
7.15

2.30 per month

15.00 per month

Maternity fee applicable if full adult dues have been paid for 30
days or more prior to conception.

Children, unmarried, dependent, up to age 21 ...............

9.20 per month
4.85 per month

ENDORSEMENT PLAN HOSPITALIZATION MATERNITY CARE FEE:
(In addition to monthly dues payment-covers hospital care and does
$95.00
not include physicians' services) ........................
Maternity Fee applicable if adult endorsement dues have been
paid for 30 days or more prior to conception.
tC *

C/ *#

OPTION I. Total payment
of $100.00 if paid during
the fst year of membership. May be paid monthly
provided a payment on Capital Dues is made each
month and full payment is
completed during first year
of membership.

1.00 .
.50 ea.

MATERNITY CARE FEE -(In addition to regular monthly dues payment
$200.00
- covers all hospital care and physicians' services) ...........

ENDORSEMENT PLAN COVERAGE DUES - (Limited coverage only for
persons not accepted by the Cooperative for full dues coverage.)
Adult - Male or Female ................................

CAPITAL DUES
Capital dues must be paid
for each membership under
which dues are being paid,
and are payable under two
options set forth below. Such
Capital Dues shall be expended by the Cooperative
solely for the construction,
equipping or acquisition of
a hospital and other capital
facilities.

OPTION II. $1.00per month
for 120 months; total payment on deferred payment
plan $120,00. (1/6 of amount
paid under this option is
considered deferred payment
fee.)
Capital Dues will be refunded five (5) years from
date of membership termination. UnderOption Ithe total
amountpaid will be refunded, Under Option 11 5/6 of
the amountwill be refunded,
1/6 tobe considered ass fee
for deferred payment privilege.

CCC

All dues ore payableIn advance, prior to the first of the month to which theyapply.
Payment In advance on a quarterly, semi-annual or annual basis Is encouraged.
Maternity care fees are payable in advance on a monthly payment arrangement with
total fee due in full not later than 30 days prior to expected date of birth.

AGE LIMITATION - Any parson who has reached age 60 shall not be eligible to apply for coverage under Section 1 of the
Agreement or for Endorsement Coverage but may apply for Partial Payment and limited hospital coverage under'Section 15 of
the Agreement if eligible therefor. Such person upon reaching age 65 shall be eligible for the special coverage for medicare
beneficiaries if covered by both Part A and Part B of Medicare.
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Mrs. BRAND. First, a national plan for health care must be comprehensive and must eliminate financial barriers to health care.
Second, the goal of this legislation should be to help reform the
current inadequate health care delivery system.
Third, the consumer should be involved in the decisionmaking process at every level of the system-Federal, regional, State, and local.
What do we mean when we say there should be no financial barriers?
We mean the elimination of deductibles or coinsurance. The inclusion
of such provisions means that a large segment of population, mainly
those with low income, either is barred from the health system or
does not enter until a condition has become a major medical problem.
The board of trustees at Group Health Cooperative, after several
years of study of the philosophy of national health care, of various
systems in effect in other nations, and of the numerous proposals
before Congress, has endorsed the Corman-Griffiths bill, H.R. 22.
H.R. 22 is the only legislation offered to date which does not have
deductibles or coinsurance provisions and which is comprehensive.
The membership of Group Health cooperative long ago recognized
that deductibles are an obstruction to preventive health care. As we
consider the need for increasing monthly dues because of rising costs
as well as proposals for increasing benefits, we submit these problems
to discussion of our membership. Over the many years we have done
this, the membership has always been opposed to reducing services or
adding small service charges or deductibles, and almost unanimously
has favored higher dues and more comprehensive coverage.
Let us look at another aspect. Ded-uctibles and coinsurance have
been proposed in some national health care plans to prevent overutilization of medical services which, it is said, would inflate costs
to unmanageable proportions. The fear that this will happen without
such controls is a myth which has no basis in fact. We do not have
such barriers at Group Health and overutilization is not a problem.
The doctor his decisions, and his recommendations are the most
important cements in control of utilization and costs.
We submit that early doctor and clinic visits are preventive and
a much less costly and'more humane provision of medical care. Our
basic philosophy is that, with proper and complete outpatient care,
the need for hospital care is reduced to a low but completely appropriate level. Our physicians and consumers have agreed upon this
as a primary philosophy for providing care.
SUPPORTIVE MATERIAL

In the statistics in our 'annual report, which we have provided you,
you ill note that Group Health enrollees use outpatient services-the
doctor visit-25 percent more than the national average. On the other
hand, our hospital utilization, the most expensive aspect of medical
care, is much lower than the national average. In 1970, our annual
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admission rates were 90 per 1,000 population, compared with about
140 per 1.000 for the Nation as a whole.
In addition to less frequent hospital admission, our patients in
1970 averaged only 4.7 days in the hospital per admission versus the
8.3-day national average. Our duration of hospital stay has been
gradually declining in the last 10 years. The national average has
been rather steadily climbing.
The age and sex content of our population is similar to that of the
national populaton, and we serve low-income public assistance groups
as well as milddle- and high-income groups. The pertinent factor
is that Group Health enrollees use significantly more outpatient care
than does the national population.
The direct result of our less frequent hospitalization and short
duration of stay is that in 1970, we had an average daily hospital
censes of less than 1.2 occupied beds per 1,000 population versus 2.4
per 1,000 in the Puget Sound area and 3.3 persons in a hospital bed
each day per 1,000 of the national population.
These are the principal reasons our annual per capita hospital costs
in 1970 were $37 compared to $112 nationally for similar short-term
care (excluding tuberculosis, phychiatric and other long-term hospitals).
The combined coverage of outpatient care and hospital care is
one of the areas of major savings in comprehensive health care.
There is no incentive to hospitalize a patient to get needed care covered. Care is fully covered whether in the hospital or outside. A
patient is hospitalized only if he truly needs hospitalization and if
his needs can't reasonably be met otherwise.
The net result of this philosophy is that in 1970 the total annual
cost of providing care to Group Health enrollees was $143 per capita
versus $226 per capita for similar services for the United States as a
whole. We submit that such a philosophy should be basic to national
comprehensive health care and will result in appropriate savings for
the Nation.
There is great fear that such a comprehensive health proposal for
everyone would be too great a strain in our country's resources and far
too costly-that we cannot afford it as a nation. Other nations with far
less wealth than the United States do provide comprehensive health
care to their people and in a variety of ways. They provide it because
their people have decided it is important enough for them to pay for it
with the tax dollar. We feel the problem this committee has to address
itself to is not the problem of affording comprehensive health care but
of searching for a way to provide adequate comprehensive health care
as economically as possible.
We urge this committee to discard proposals which will give only
part of the health care services needed to only parts or segments of our
population. We urge you to proceed with comprehensive health care
as the most economical program-phasing in, if necessary, segments of
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our population into this system. The poor, the elderly, and those in
greatest need should be covered first.
Proceeding to our second point: We, along with many others, are
convinced that any national plan must encourage new philosophies and
patterns of health care. Unquestioned and unregulated support of
fee-for-service systems are costly, reward inefficie ncy, and penalize
efficient plans.
Any national plan should have incentives and regulations that will
encourage and redirect our health care delivery system to provide comprehenslive health care when and where it is needed; and there should
be incentives to the consumer to use such systems. Health care plans
such as ours, the Kaiser plan and others have much statistical background to offer in your survey of these problems.
Last, we believe the successful accomplishment of the goals of a
national health insurance program will depend heavily upon consumer
involvement. We believe that any new system or systems created
will have to have mechanisms for consumer control. Such consumer
control should begin at the grassroots level where the interaction
between consumer and provider is immediate.
I have previously described how our consumers function within
our plan. We have long utilized consumers who are experts in a number
of the fields involved in health care delivery-such as businessmen
architects, lawyers, builders, financial and management leaders, and
the ordinary consumer who receives the health care. All these bring a
variety of talents, experience and creative ideas to assist the professional provided in solving the complex problems of modern health care.
We are convinced that these same talents must be drawn from the
consumer public to develop the best possible health care systems for
our Nation.
We ask you to involve the people of this Nation in nreating the new
health care system we must have if health care truly is to become a
right, rather than a dream.
Thank you.
Mr. ROSTENKOWSKI. Thank you, Mrs. Brand.
Mr. CONABLE. I would like to ask you how in the world do you get

people to serve on your board of directors or board of trustehen
you obviously expect a good deal of them without any pay?
You have had a goo{-deal of success over the years in persuasion
if you are able to get them to provide the continuity' you need.
Mrs. BRAND. We have had a good deal of success and I think we
have a remarkable group of people both now and in the past on our
board.
They come on the board knowing the amount of work involved.
Mr. CONABLE. How big is your board?
Mrs. BRAND. Eleven members.
Mr. CONABiLE. How long is their term?
Mrs. BRAND. We are elected for 3-year terms.
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Mr. CONABLE. I take it they actively participate in setting the
policy of the group?
Mrs. BRAND. Absolutely; this is assigned to us by our bylaws.

Mr. CONABLE. Do you have people who serve a number of successive

terms?
Mrs. BRAND. We have one board member to whom we have just
awarded a 20-year pin and we have several others who have at least
15 years service to the cooperative,
We have a very good mix. We have some very new members. I,
myself, am in my fish year with the cooperative. We have one now
who has been with us only 1 year.
Mr. CONABL.

But you serve 145,000 people?

Mrs. BRAND. That is our membership today.
Mr. CONAiiE. It must be a big business and quite a responsibility
Mrs. BRAND. It is a big business and I think the reason we get this
kind of devotion from the people who serve on our committees is
because they feel they are accomplishing something important. They
are contribution and they know they are contributing.
Mr. CONABLE. Are there other similar organizations in your area
which are small?
Mrs. BRAND. There is one in the Spokane area, about 250 miles
away from us, which is similar to ours, a small cooperative-Tricounty
Health Association in Deer Park. The only other one I know of
besides the Kaiser plan, in Portland, Oreg., which also serves Vancouver, Wash., is the Western Clinic in Tacoma.
Mr. CONABLE . Is there ony explanation for these organizations
appearing to be more on the west coast than the rest of the country?
Mrs. BRAND. 1 know in the Pacific Northwest the cooperative movement is very evident in a number of areas and we have a long history
of cooperative organizations.
Mr. CONABLE. Thank you.
Mr. RoSTEiKowsKI. Thank you, Mr. Conable.
Mr. Duncan?
Mr. DUrNCAN. I have no questions.
Mr. RosTENKowsKI. Thank you, Mrs. Brand.

Would you identify yourself and the gentleman on your right?
STATEMENT OF THOMAS M. WOOD, PRESIDENT, ACCREDITED HOSPITALS AND LIFE INSURANCE CO.; ACCOMPANIED BY HARVEY
G. SCHNEIDER, GENERAL COUNSEL
Mr. WOOD. My name is Thomas Michael Wood.

With me today is Mr. Harvey Schneider, with the firm of Raskas,
Ruthmeyer & Schneider, St. Louis, general counsel for my firm.
We have submitted a detailed statement and would like to sum-

marize it for the committee.

Mr. RoSENxowsKi. Your statement will be included in the record
in full and you may summarize it.
(The statement referred to follows:)
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STATEMENT OF THOMAS M. WOOD, PRESIDENT, ACCREDITED HOSPITAL AND
LIFE INSURANCE COMPANY

INTRODUCTION
In the past, adequate health care was the responsibility of the Individual. Today many Americans
are beginning to consider it a right, to be secured by the community and guaranteed by law. Why?
Because some claim they can no longer afford the cost of health services and supplies.
I believe it is an ominous trend, and a very real threat to our economy, that people have begun,
and are being encouraged, to regard health and health care as a right, to be guaranteed by law.
Health is in danger of becoming a mere item of consumption ... just like sofas, golf balls, or
Corvettes. Why should we not use it up if we can buy new health, or expect it at the public's
expense? We all have opportunities and temptations to disregard our health for the sake of
temporary fun and excitement. Will it not be easier to yield to them if we know th,.t the cure for
the consequences of our folly will be paid by an anonymous public?
Such attitudes will only be encouraged by compulsory health Insurance, since such insurance
automatically gives rise to the false idea that good health can be manufactured and delivered like
any other merchandise.
OPPOSITION
I am speaking out against a program of compulsory health insurance because I firmly believe it is
making headlines today mainly for reasons other than concern for the Individual. I hear It declared
a function of the federal government to keep even well-off citizens from being touched by the
contingencies of life. I have already seen that the result of such limited commitments on the part
of the federal government is inflation. And I am puzzled because while, on the one hand, we are
trying to halt inflation, on the other, programs are being considered that will only, and inevitably,
add to the inflationary fires.
CURRENT MEDICAL CARE-TC'O COMPLEX, TO() COSTLY
It is argued that taking care of the nation's health is a gigantic and complex job. Still, it is an
equally gigantic and complex job'to see that all the people in New York City daily find all they
need: thousands of food and grocery iten., fresh milk, fuel, newspapers, taxicabs. But no one Is
suggesting that we put City Hall in charge o\ logistics for all New Yorkersl And if that job can be
handled privately, it would seem that a probltom of les. frequency for each person ... medical
care... could be left to patients and doctors.

1145

It is also argued that health care has become too expensive for the average family to manage on its
own. A severe popular critic of contempory medicine, William Michelfelder, in his book IT'S
CHEAPER TO DIE: DOCTORS, DRUGS, AND THE A.M.A. (George Braziller, NY, 1960), used a
family with an annual income of $9,200 AFTER taxes to cite a case wheie a surgeonl's fee of $375
seemed a hardship. The argument was that even though it wds true the $10,000 a yeai family
COULD pay a medical bill of several hundred dollars ... as it could pay for air conditioning, a new
refrigerator, or a new automatic transmission in their station wagon ... THEY OUGHT NOT TO
BE EXPECTED TO DO SO.
The erroneous reasoning for this argument seemed to be that the affluent family could at least
postpone buying new gadgets and repair services, but it usually could not wait when it came to a
life.or-limb-saving operation. The possibility of SAVING or of PRIVATE INSURANCE FOR
MAJOR MEDICAL EXPENSES seemed to have escaped Mr. Michelfelder.
MEDICAL CARE COSTS, COMPARED TO OTHER COSTS
Is this kind of expense a real hardship? In 1968, the last year for which complete ligules ale
available, Americans spent as much money, $38.6 billion dollars, on furniture, household
equipment, and supplies, as they did on medical care.
We also spent, that year, $33.6 billion on recreation and $32.6 billion on new and used cals.
(Department of Commerce, Office of Business Economics; THE NATIONAL INCOME AND
PRODUCT ACCOUNTS OF THE UNITED STATES, 1929-1965, SURVEY OF CURRENT
BUSINESS, July, 1969, and unpublished data.)
What were the average family's medical expenses in 1968? According to the U.S. Buieau of the
Census, the median family income was $8,632 and the average population per family unit was
3.64. According to the Department of Health, Education, and Welfare, Social Security
Administration; SOCIAL SECURITY BULLETIN, January, 1970, the private consumer spent an
average of $162.65 for health services and supplies; in 1968. If we multiply that $162.65 times
3.64, we come up with $592.05 per family for medical expenses. This left our average family with
$8,039.95 to spend on other things. If they were the least bit prudent in their money
management, they would have had no need for outside help with their medical bills.
Would it not be reasonable that, as the average income increases, a greater pIrcentage of that
income be spent on items other than the bare necessity of food, clothing, and a home? That,
because people have more funds available they will provide themselves with better and better
medical care. One's parents may not have had the income to put braces on their children's teeth,
but these same children, now grown, can afford braces for their children's teeth. The more affluent
we become, the more we will be able to afford. The more we are able to afford, the more we will
require in medical care, when we require more, more dollars will be used to provide it. To remove
the ability to be able to provide, for your family, a better standard of living than that which your
parents were able to provide for you is to destroy a vital and important part of the essence of life
in the United States of America.
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Indeed, it seems unwarranted to aedopt compulsory health Insurance in a notion where factory
workers drive to the plant in their own eight-cylinder cars ... cars which often pull a boat to the
lake on weekends, I have no doubts about the fact that such insurance would result in an
enormous amount of time, energy, and money being wasted on care that any REASONABLE
INDIVIDUAL might be expected to provide for himself and, at the same time, would place
unlimited public demands on "free health care".
FALLACY AND DILEMMA OF "RIGHTS TO MEDICAL CARE"
Consider, for a moment, the mother's complaint that she rushed Johnny to the emergency room at
the nearest hospital and had to wait for two hours before his finger was set. What she generally
neglects to add, or fails to notice during her wait, was that the reason for the delay may have been
that the staff was busy trying to save the life of an auto accident victim. People are eager to
criticize, and to search for panaceas, when they don't get what they want, when they want it. So
Mother is for compulsory health insurance because she assumes it will make that emergency room
staff pay attention to her when she brings Johnny in with his broken finger. After all, it is her
"right" to have unlimited and immediate attention. "Medical care is my right ...I demand my
rights," she says.
Yet physicians, hospital staff members, and others in a position to determine priorities must, I
believe, retain the freedom to decide the order of those priorities. Compulsory health insurance
will only foster the false notion that it is the patient's right, not the doctor's right, to decide what
shall be done, and when.
Perhaps you think I am overstating the case. Countries with a long history of national health
insurance plans confirm my fears. Ekkehard Hauer, writing about the German experience in
FINANCING MEDICAL CARE (Helmut Schoeck, ed., Caxton Printers Ltd., 1962), comments,
"Our compulsory health insurance corrupts the character of the beneficiaries. Most wage earners,
if they remain healthy, consider the deductions from their wages as unjustified losses. Malingering
is generally considered a 'right' not a petty crime. Our system has in fact spoiled people and made
them dependent on public support."
PROMOTES OVERUSE
In the same book, Hans Schulten writes, "A kind of habitual small-scale hypochondria has
characterized our use of compulsory health insurance from the beginning, and has certainly not
decreased over the decades."
Most of us can see a direct connection between a personally paid fee, no matter how small, and the
recovery of health. This feeling of a personal financial stake in the process of healing cannot come
from the abstract knowledge that an even larger share of our wages is being withheld to pay for the
monster apparatus of compulsory health insurance.

1147

COST RELATED TO CURE
Such convictions have a sound psychological basis. In some cases, getting well depends to a large
part on self discipline.., on a personal commitment to visible improvement. We have a much
stronger will to recover if there is a financial premium on the outcome of our fight.
The transfer of a certain amount of money from the patient to those who help him get well is not
an injustice or a nuisance. Instead, this payment constitutes a necessary link in the whole process
of therapy. It may be the reason why, in the United States, the average hospital stay is 8.3 days
(American Hospital Association and Health Insurance Institute) and in Germany it is 29 days!
Again quoting Hans Schulten (Schoeck, op.cit.), "The present exploitation of hospital facilities
must result LARGELY FROM THE LACK OF DIRECT COST TO THE PATIENT."
It would seem to me that if the federal government is truly concerned about its citizens, it will not
implement a program that removes ... at public expense (which means from the citizen's own
pocket), the possibility to prove himself in ordinary crises. It seems ironic that the social critics
who worry most about the PHYSICAL FITNESS of contemporary man at the same time eagerly
encourage him to EVEN GREATER SOCIAL DEPENDENCY!
FALLACY OF WORKING OUT PROBLEMS OF SOCIAL MEDICINE IN TIME
If we are to continue to grow, and prosper, we must be free to act on an individual basis.., that
has been the United States' greatest source of strength in the past; it is equally important for her
future development.
A complex world ... that of modern medicine and its practice ...will not be made less complex
by government intervention. In truth, the reverse is generally the result. The Austrian experience
alone, with some 75 years of compulsory health insurance, should dispel any notion that "given
enough time" government health plans will solve their inherent problems.
CONFUSION CREATED BY COMPULSORY HEALTH PLANS
Truly, the argument that the multitude of available private insurance plans in the United States
makes for a bewildering picture, both to patients and doctors, seems weak indeed when we
compare it with the much more confusing situation in countries with compulsory schemes.
Describing the Austrian plan, Karl Kummer wrote, "All who have had any dealings with our
compulsory health insurance plans complain about their shortcomings. These institutions have
become COLLECTIVISTIC MONSTER BUREAUCRACIES, 'frightening to the individual'."
In Austria, and in other countries with some form of compulsory national health insurance, the
rapid growth of BUREAUCRACY AND RED TAPE following the introduction of compulsory
health insurance is proverbial. The BEST INCENTIVE TOWARD STREAMLINING
INSTITUTIONS IS STILL COMPETING SYSTEMSI
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CURRENTLY INSURED PERSONS & EFFECTIVENESS
And how are the competing systems doing today? According to the Health Insurance Association
of America, by the end of 1968,
169,497,000 (85.3%) of the entire US population had some type of hospital expense
insurance;
155,725,000 (78.3%) of the entire US population had some protection against the costs of
surgical expenses; and
129,105,000 (65%) of the entire US population had protection against regular medical
expenses.
The next question, of course, is how effective was this protection? According to the August, 1968,
VIEWPOINT (Health Insurance Council):
1.

80% of the expenses incurred by insureds for items of health care against which insurance was
purchased was reimbursed.

2.

Group plans reimbursed about 88% of the hospital charges in semiprivate rooms and 81% of
charges for private-room accommodations. For all types of accommodations, 86% of covered
expenses were reimbursed - 83% for room and board and 89% for ancillary expenses.

3.

For other health care expenses, the percent of covered charges reimbursed was as follows:
Surgery'
Anesthetist
X-Ray, Laboratory
Doctor visits in hospital
Doctor visits at home or office
Private-duty nurses
Prescribed drugs
Other expenses

77%
84%
76%
70%
60%
73%
61%
77%

4.

There was no marked variation in the foregoing percentages by geographical region of the U.S.

5.

Close to half of the claimants were reimbursed for 90% or more of covered expenses. About
75% were covered for 70% or more of covered expenses.
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6.

The percent of expenses reimbursed varies by diagnosis and by type of claimant. As examples,
only 74% of the covered charges for nervous and mental conditions were reimbursed,
compared with 81% for other sicknesses. Of the covered expenses incurred by dependent
children, 85% was reimbursed, compared with 77% for male employees.

The very nature of insurance makes compulsory health insurance a contradiction. Insurance
requires a mutual contract based on reciprocal willingness to enter an agreement: THERE MUST
BE FREEDOM TO INSURE OR NOT TO INSURE! Consequently, compulsory health instances
proposals are illogical institutions. .. leading from a free and open society to one in which all
citizens have been placed, like incompetents or orphans, under the guardianship of the federal
government.
Insurance, the term and the concept, is a puzzlement to the general public, most of which owns
some insurance, in one form or another. From what I can determine about the various proposals
being considered by this Committee, the sponsors of the proposals share some of these same
misconceptions, as evidenced in the Bills themselves, with the possible exceptions of Bills S 1376
and HR 178. I will have achieved partial success today if I am only able to eliminate some of the
misconceptions.
MISCONCEPTION OF INSURANCE
The only function of insurance is, basically, through the voluntary association of a group of
individuals, to protect various economic values which are exposed to the same or similar hazards.
This holds true, regardless of the type of insurance involved. There must be a common hazard and
a similar item of economic value ... otherwise no need for protection exists. (Fo example, the
person who owns no farm buildings does not need coverage on farm buildings.) People purchase
insurance mainly because they do not have sufficient surplus funds to afford the loss of the value,
or have the surplus fund, but do not want to risk diminishing or depleting the funds, should the
hazard insured against occur. They may want to use the item they wish to insuce as collat;wal in
their individual dealings with others. They choose insurance because an insurance company, (lu; to
its very nature, can spread a common risk or hazard among great numbers of people, over a heoad
geographical area. The insurance company tells the individual, "I will pledge, BY CONTRACT, to
you and to the general public, a portion of our assets against the possibility or probability that this
particular common hazard will cause you, the insured individual, economic loss." The individual
can then publically say, "You have my pledge that my collateral is good. In addition, my collateral
is protected by the assets of the ABC Insurance Company."
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Should the collateral, i.e. the economic value be diminished or destroyed by a hazard, common to
all such collateral or economic value, the ABC Insurance Company will replace the diminished
value in like "kind", i.e. replace the item or the value in dollars. By providing the individual with
insurance in the stated amount, the ABC Insurance Company is telling the public that the
individual's collateral value is sound to the stated amount. So, while the primary purpose of
insurance is always individual protection, it does serve an even broader public good by providing a
financial foundation on which people may build and grow.
INSURANCE COMPANY'S FEE
The insurance company charges a fee to pledge its assets. And this is a critical point when we talk
about misconceptions. Although claims do enter into the total premium, THEY DO NOT
CONSTITUTE ANY PART OF THE COST OF INSURANCE. Therefore, you must remember that
claims (thadi amount the insurance company actually pays to the public.., either to a
policyholder or to a third party ... as the result of the'-cturrence of an economic loss) are not
truly a part of the cost of the insurance. THAT ECONOMIC LOSS WOULD EXIST WITH OR
WITHOUT INSURANCE. In other words, whether or not Farmer Brown has insurance on his
barn, if that barn burns to the ground it is an economic loss... the same amount of dollars must
(Jo back into the economy in order to rebuild the barn. The only difference is WHERE THE
DOLLARS COME FROM.
TRUE COST OF INSURANCE
So, when we examine the true costs of insurance, we must first deduct the TOTAL AMOUNT
PAID IN CLAIMS. In theory, the remaining balance consists of three parts: (1) Generally
spcakin j,between any insured and an insurance company there exists a third party, known as the
aqjent or the broker. If he is a broker, he is, by law, the LEGAL REPRESENTATIVE OF HIS
CLIENT, the insured. The broker approaches the insurance company and says, "I have a client
who has this exposure, he wants, needs, and can afford the proper insurance. Will you provide him
ance against risk of loss from the exposure? If you will, how much will you charge?"
with insut
AGENT/BROKER
With an agent, the reverse is true. The agent is the LEGAL REPRESENTATIVE OF HIS
COMPANY. The agent approaches the insured and says, "I have this particular company who will
piotcct you against this potential loss. Do you want, need, and can you afford this protection at
this time? The premium is feasible."
Agent and broker share one thing in common. Both are paid a portion of that which they produce
in premiums through a commission rate. This commission rate is paid by the company to the agent
or broker, fioni the premium collected from the insured. This commission then becomes part of
the true cost of the insurance because it is coming directly out of the total premium dollar.

1151

(2) The second factor entering into the cost sphere is the fee that the insurance company charges
for the use of its assets. Most commonly, this could be referred to as profit, and it can easily be
equated to a banking operation. A bank charges interest to use its assets; an insurance company
pledges its assets.., it charges a fee.
(3) The third factor consists of those expenses incurred in the actual physical operation of the
company. The fee and the home office or operating ratio is expressed as a percentage of the total
premium. In cases where there are premium taxes, these too must come out of the total operating
revenues and are paid by the individual purchaser of the insurance.
TRIVIAL LOSS FALLACY
There are two ways to cut down on the company's operating expenses. One is to make sure that
the loss the individual is insured against is not a trivial loss ... that the loss would, indeed, cause
significant economic hardship on the individual should he have no insurance against it. That is
why, to insure people for a $5 prescription at the corner drugstore goes completely against all
principles of sound insurance. Why? Because THE COST OF HANDLING THE CLAIM EXCEEDS
THE VALUE OF THE CLAIM. This cost is derived from the amount of bookkeeping necessary to
pay such a claim, and reminds me of the bank that spends 8 cents on postage to let someone know
they have 5 cents in their account.
The second way to cut down on expenses is to eliminate profiteering in medical insurance by
claimants. Should an individual carry two policies providing similar hospital benefits, he frequently
can collect twice the amount of his hospital claims. You may believe that, if he pays for two
policies, he is entitled to the money. Earlier I mentioned that claims are not a cost of
insurance .. . that they come from a common fund created by all participants in that particular
category. The company's function is to see that funds are paid to those having a loss. If one person
dips into the fund more than once for the same bill, he is not taking money from the insurance
company... HE IS TAKING MONEY FROM EVERY OTHER POLICYOWNER.
INSURANCE COMPANY PROFIT, ON HIGH CLAIMS
In truth, the insurance company could grow and profit from such actions. The explanation is
simple: The cost of insurance is commissions that are a percentage of the premium; home office
expenses that are a percentage of the premium; and a fee for use of the assets which is a percentage
of the premium. In calculating the total premium, one takes the percentage that the company
must have in order to pay its operational costs .. . to pay commissions . . . and to charge for the
use of its assets (profits). The company deducts this (the total of the three percentages) from
100% and divides the remaining balance into the amount it EXPECTS to pay out in claims.
Assume, for example, anticipated claims of $75,000 and commissions, operating expenses and
profits of 25%, (100 - 25 = 75) $75,000 divided by .75 equals $100,000. The required premium
would then amount to $100,000. However, should the company have to pay out $100,000 in
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claims, when it comes time to recalculate renewal premiums they will divide the '$100,000 by
.75 ...and that same insurance will cost $133,333 plus an amount to make up the previous years
losses. IF PEOPLE COLLECT DOUBLE CLAIMS, THEY WILL SIMPLY ADD A
PROPORTIONATE AMOUNT TO THE COMPANY'S OPERATING RATIO.
Would some form of national compulsory health insurance eliminate this tendency for people to
try to get more than "their fair share?" A recent poll of the German public, conducted by the
Allenbacher Institute for Demoskopie showed that more'than 20% of the respondents openly
admitted cheating the compulsory health plans. These 20% apparently are doing this with good
conscience. But how many are doing it who are not willing to admit it?
You see no matter whether the insurance is "free" or sold on an individual basis, there will always
be a certain number of people who deem it their "right" to get as much as they can, at the expense
of everyone else.
INSURANCE COMPANY PROFITS, ASSETS, INVESTMENTS
Where does all this leave the private insurance company? With comparatively low profits, which
frankly embarrass me since profits are the fuel that stoke up the economy. What does the
insurance company do with its assets and profits? According to the 1971 Life Insurance Fact
Book, the combined assets of life companies was $207.3 billion dollars. They paid $2.2 billion
dollars in taxes. The breakdown on investments is as follows:
11.1
73.1
15.4
74.4
6.3
16.1
S 10.9
$
S
S
$
S
$

billion
billion
billion
billion
billion
billion
billion

in
in
in
in
in
in
in

government securities
corporate bonds
stocks
mortages
real estate
loans (policy)
miscellaneous assets

$207.3 billion
Is this kind of investment hurting or helping America? If it is helping the nation grow and prosper,
why the desire to reduce its role in the economy? It cannot be because there is no competition!
There are 1,790 companies.., and the number has increased every year since 1940. Life insurance
companies write the lions share of the nations health insurance. These companies are carefully
regulated by state insurance departments, to assure policyholders of sound and prudent
management. There is no logical reason for federal intervention in the business of health insurance!
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INSURANCE MEETS DEMANDS
Insurance companies are vigorously striving to meet the demands for more and better health
insurance programs, programs that can be tailored along individual lines to meet individual needs.
As evidence, I am furnishing a breakdown of a new policy offered by my company... a policy
that pays up to $50,000 for in-patient hospital and doctor care and that contains virtually NO
INTERNAL LIMITS. My company reinsures ALL LOSSES in excess of $15,000 for less than $20
a year for a family. We are not talking about a tremendous cost, at $20 a year, for the average
family to protect itself against catastrophic illnesses and accidents. You may be wondering if there
are weaknesses in this contract my company underwrites. Yes, there are. They are there, quite
frankly, because I do not have available to me the actuarial statistics from which to expand the
coverage. One such weakness is that our out-patient care is limited to $1,000 for each illness Do I
like this? No, I do not. Will I improve on it? Yes, as soon as I can learn the answers to certain
questions, questions such as, "Will an increase in out-patient promote abuse?" and "Will it be
contrary to the purposes of good insurance to include broader out-patient coverage?" I am
reminded, at this point, of a comment made by Dr. Reginald S. Murley, a British surgeon,
"Patients do not show the same appreciation for services that are provided on this (free) basis, nor
do doctors experience the same satisfaction in their work when they become mere dispensers of
'benefits' that patients regard as the material symbol of their 'rights'."
However, the main weakness I see at this time, and we are examining ways of improving on the
coverage, is for out-patient treatment of specific catastrophic illnesses such as kidney failure when
the individual must use the dialysis machine. Several possibilities are being considered, including
the establishment with certain hospitals in key locations, contractural relationships to use theii
equipment. For treatment of cancer we have solved the problem. This same policy covets
treatment for cancer, up to $50,000, regardless of whether the patient i confined to a hospital ot
not.
DEDUCT!BLE-VALUE OF..
In order to offer this kind of comprehensive coverage, we use a flat deductible approach in out
plans. We do not pay the first $100 of expenses ..,for any one accident ot illness. By doilg so,
we eliminate the small bills that snarl up administrative work and add considerably to the cost of
the policy. And by using this approach, I believe we compete very well against the Blues. My
company's premium for this plan ($50,000 maximum per illness or injury) is less than S35 pet
month per family. Blue Cross was quoted in the St. Louis Post-Dispatch as saying full coverage (no
deductible) would cost $80 per month per family. Thus, if my company can write up to S50,000
coverage, with a $100 deductible, for $35 per month, and it would cost $80 per month fotfull
coverage ...the average family would be paying $45 per month ...just for coverage on that first

$100 worth of expenses. That is precisely why I stated before that coverage should not include
TRIVIAL LOSSES ...and in today's marketplace, $100 is a relatively small amount! To cove!
that small amount would cost, as indicated, at $45 per month would equal S540 a yeat! I might
add that our plan is a superior program in other ways as well ... because our plan contains NO
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INTERNAL LIMITS, other than "reasonable and customary charges", for treatment of normal
illnesses and, should the patient prefer a private room, he must pay $5 a day in addition to the
deductible toward the room and board expense. I bring these points out mainly, however, as
further indication that vast improvements are being made in health contracts and even more are
being studied. We are not automatons that act at the touch of a button, rather we are acting in a
positive manner to satisfy demonstrated reasonable qualified insurance needs at a feasible cost.
There is, of course, no $uch thing as "free medicine". Medical care ALWAYS COSTS SOMEONE
SOMETHING. What is being promoted in reality in one form or another, is an ADDITIONAL
PROGRESSIVE INCOME TAX in the name of "humanitarianism". This tax would, it is stated,
provide medical care for (1) people who cannot afford good medical care and (2) people who
find the cost of extensive care excessive. I have already shown that, for the average family, medical
care costs are not excessive... that people, on the whole, spend as much money during the course
of a year on new furniture and household equipment, and almost as much on recreation and the
purchase of cars, as they do on medical expenses.
LOGICAL EXTENSION COMPULSORY MEDICAL CARE
I suspect that for millions of Americans to keep their jobs and earn a living, it is probably just as
vital to have a car in good operating condition as it is for them to be restored to health. Does this
mean that before long we will argue on exactly the same grounds that the federal government
ought to maintain in all communities repair shops for all makes of cars, so our citizens can be
spared the UNPLEASANTNESS AND EMBARRASSMENT of paying $250 to have the automatic
transmission in the car replaced?
PENALTY TO PRODUCER
By requiring some form of national health insurance, the result is, in effect, penalizing those
people who can and do work hard by forcing them through law to subsidize health insurance for
those who cannot, or will not. Any fair-minded person has the right to ask why some citizens
should have the opportunity to obtain the highest possible standard of health care for the least
individual effort and responsibility. Why bother to work at all if Big Brother is going to take care
of all your needs and wants for you.. . regardless! By depriving citizens of the need and incentive
to provide for themselves, initiative is destroyed.
A tax rate of the magnitude necessary to finance such a program may well discourage individual
initiative and dampen the willingness to save, or to take financial risks. In brief, the tax structure
needed to support such a system creates the very conditions in the average family that are then
taken as arguments for further federal action. This hardly seems logical!
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BURDEN OF FINANCING
Much of the burden of financing such a program will, of necessity, be placed on those who have
considerable income and property. NEW AND HEAVY LEVIES on a minority of the population
may well defeat their own purpose by forcing liquidation of some assets to pay those taxes. What's
more, the higher income'groups, and today that includes many skilled labor workers, will resent
any system, that aims at redistributing income among all individuals, regardless of merit. The
hardest hit will be the middle-income groups, because no matter how stiffly you tax the rich, the
take will never approach the costs of overconsumption of medical care under a compulsory plan.
Nor am I pessimistic regarding costs, both in financial and in individual terms, of such an
undertaking. In France, the cost of compulsory health insurance is almost entirely financed by
heayy taxes on employees and employers. The tax rates, the circle of employed people covered,
and the base pay on which the tax is collected, have risen continuously. Jean-Robert Debray, in an
illuminating book, FINANCING MEDICAL CARE, says, "The growing cost of medical care has
led to an ever greater disproportion between the personal rights of the insured and the increasing
contributions he must pay. There is progressively less 'insurance' and more 'assistance'. Thus,
programs of compulsory health insurance have chronic deficits."
Economist Dennis S. Lees, reporting on the National Health Service in Great Britain, writes, "The
ACTUAL cost for 1949-50 was 70% GREATER than the ESTIMATED cost for the first year,
1948-49. And the cost for 1960-61 was more than double that for 1949-50." The original
intent of the Health Act in Great Britain was to make medical care "as free as the air." This, in
practice, turned out to be a sure scheme to bankrupt the government and, as a result, more and
more charges for specific services have had to be introduced over the years.
In New Zealand, health benefits are part of a very comprehensive social security mechanism. ITS
COSTS ARE GENERALLY CONSIDERED CRIPPLING. The country leads the world in taxation
by any standard of comparison... in any income bracket, from $4,200 to $28,000, New
Zealand's income and social security taxes exceed those in Great Britain, Australia, the U.S., ol
Canada. Recent studies of the system suggest that patients and their relatives might have done as
well BY PAYING FOR CARE THEMSELVES, without funneling the moeny through the state.
(J.B. Condliffe, THE WELFARE STATE IN NEW ZEALAND, London: George Allen & Unwin,
Ltd., 1959. Leslie Lipson, THE POLITICS OF EQUALITY: NEW ZEALAND'S ADVENTURES
IN DEMOCRACY, Chicago, University of Chicago Press, 1948. Douglas Robb, "The New Zealand
Medical Service - An Appraisal, "CANADIAN MEDICAL ASSOCIATION JOURNAL, Vol. 82,
February 20, 27, 1960).
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Finally consider Sweden, a country that is frequently held up to us as THE model of efficiency in
making the "good life" possible for every citizen. Alfred Zanker comments, "Sweden introduced
compulsory health insurance for its entire population in 1955. Since then, the program HAS
REQUIRED INCREASINGLY LARGER SUBSIDIES FROM THE PUBLIC TREASURY AND
HAS COME UNDER HEAVY FIRE. IT HAS FALLEN FAR SHORT OF ITS PROMISES AND
HAS DEVELOPED UNFORESEEN COMPLICATIONS. TAX PRESSURES HAVE INCREASED
TREMENDOUSLY. Even correcting for inflation, by using stable currency values, national
taxation has tripled in 15 years. As a result, for many people, tax evasion has become a matter of
economic survival." Not surprising in a country where income taxes are approximately 50% of
one's earnings.
Is this a goal we want to achieve? I hope not. Indeed, the history and performance of compulsory
health insurance plans in other countries hardly suggest that this antiquated approach to medical
care is the wave of the future.
COST OF FREEDOM/INCENTIVE
The financial costs of such a program are tremendous; the cost to the individual, in terms of his
freedom and initiative, are equally appalling. I say this because I know any effective program of
compulsory health insurance would, in the end, require compulsory preventive medicine as a
natural corollary. The opposition to this, however, will be much stronger than any opposition to
compulsory health insurance. Few private citizens will accept "prescribed medicine", however
free, that will subject the individual to whatever the experts deem necessary for his good health.
Yet, if the federal government assumes FULL FINANCIAL RESPONSIBILITY for our health, it
cannot be expected forever to look the other way when we abuse our health. To assure the
population of good health, it is logical that diet, leisure-time activities and daily physical exercise
would, ultimately, have to be required and controlled. Some may find it desirable that the
government not only PAY FOR HEALTH CARE but also ENFORCE STANDARDS OF
PHYSICAL TRAINING. I find it frightening. My fears are confirmed by sociologist John F. Cuber
(PROBLEMS OF AMERICAN SOCIETY: VALUES IN CONFLICT, NY 1956, 3rd edition), when
he writes, "An adequate public health program COULD NOT SUCCEED with every person's
continuing with the sort of life, however unsanitary and unhealthful he pleased within 'his own
four walls'." Consequently, all citizens must realize that it is not just doctors, hospital staffs,
pharmacists and insurance companies who will be CONTROLLED AND REGULATED under
compulsory health insurance, but all citizens everywhere . . . no matter what their individual
circumstances or preferences!
CAUSES OF HEALTH PROBLEMS
Let us not forget that national compulsory health insurance will not eliminate poverty, slums,
malnutrition, high incidence of teenage pregnancies, crime, rats, poor sewage disposal, filth, which
are the causes of a good portion of health problems, the poor, whom these proposals are aimed at
providing for, suffer from. The public is being sold that Nation Health Insurance is a "cure all", it
is NOT.
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CHOICE GIVEN, NO CHOICE
The choice Congress has given, thus far, has been between one form of nationalized compulsory
health insurance and another. The public has been led to believe that it is not a matter of TO
NATIONALIZE OR NOT TO NATIONALIZE... but WHICH NATIONALIZED SCHEME IS
BETTER. There are, however, a growing number of citizens who are beginning to think that they
are being offered a false set of alternatives.
Now, with all due respect for the time and energy that has been spent on the problems of
providing adequate access to health care services and supplies for all Americans. . .1 would like to
propose an alternative plan, one that would leave the individual free to select from among the
many private plans offered on the open market... one that would encourage each man to take the
best possible care of himself and his loved ones, without someone looking over his shoulder telling
him what to do or not to do.
RECOMMENDED CONCEPT
I offer a concept in which the federal government participates within proper bounds.. .namely,
that its function be limited to that of "securing " each individual's rights. Please note that I use
the word "secure" and neither imply or state, "provide".
I offer a concept that, while suggesting the directions we may take to eliminate the deficiencies
that do exist in our current system, it recognizes the strengths of our system and will make it even
greater.
I offer a concept that provides a means by which every citizen can avail himself of the finest
medical care available.
I offer a concept that will provide all people with the finest care our professionals have to
offer. When I say "all people", I include those unable to afford, on their own, that care.. .I Iealize
that no matter how it is said and regardless of any attempt to make it palatable, poor is pool.
Certain restraints, however, MUST be placed on such a program to reduce the possibility that
certain individuals will take advantage of the program. . . unfortunately, it is a real possibility that
/ must be acknowledged and dealt with. These restraints should be established in such a manner as
to provide incentives for the poor to raise themselves above the poverty level. For those physically
or mentally handicapped and, thus, without the necessary means to better their own financial
condition, the concept would provide the best available care.
I offer a concept that promotes a free private enterprise since private enterprise is in the best
interests of all citizens.
I offer a concept that provides funds for at least some, and perhaps all of the funds needed for
increased research in the field of health care and medical science.
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I offer a concept that maintains our free enterprise system of the delivery of medical'care but in a
more efficient and effective manner... a system whose internal controls are developed BY AND
FOR the benefit of all participating.
I offer a concept that FINANCES
government.

ITSELF

FROM WITHIN ... at no cost to the federal

Explicitly, what I propose is a system based upon the soundest economic principles known...a
method by which all people will be truly free to benefit from their own individual actions and to
learn from their own individual errors. When implemented, this stystem will offer all citizens the
opportunity to avail themselves of the best health care in the world, in addition to affording
government the opportunity, if it chooses to take it, to phase out Medicare, Medicade, the
administrative costs of Veterans Hospitals, and, at the state level, the opportunity to phase out and
turn over to the private sector, the administration of state hospitals.. .threby saving millions of
dollars in local, state, and federal taxes.
NATIONAL BOARD
In order to establish the policies of operation for this program, I recommend that a national board
be established. A balanced membership should be drawn from private citizens, equal numbers from
both labor and management; representatives of the medical profession; representatives of private
insurance companies, including Blue Cross/Blue Shield and such groups as the Kaiser-Permanente
Foundation; and representatives of hospital administrative staffs. Each sector included on the
national board WOULD SELECT ITS OWN representatives. The federal government could
determine the optimum number for board membership to assure efficient functioning . other
than that, the boar,' would be entirely independent of the government.
RESPOSIBI LITY
The primary responsibility of this national board will be to oversee the national health care
delivery mechanism; to assist in the problems confronted by that mechanism; to be certain that at
all times all facets of that mechanism operate on the principles of free enterprise; and the rights of
all are secure and are NOT being sacrificed by anyone to anyone. The board will emphasize that
medical care is in itself not a right ... it is, however, an individual's right to obtain for himself the
best medical care he can afford.
REGIONAL BOARDS
Once the method for operation has been established and qualifications for membership on the
board have been determined, the board will set up regional boards, composed on lines similar to
the national board (i.e. representatives from the private sector, physicians, insurers, and
hospitals). Both national and regional board members serve AT THE EXPENSE OF THEIR
that their board functions not be construed as a full-time
INDIVIDUAL EMPLOYERS...
position.. .and they meet on a regular basis, just as would any corporate board of directors, to be
certain that business is operating as it ought to. They would hire staff as needed.
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PROMOTE COMPETITION
Beyond the guidelines handed down by the regional and national boards, insurance companies,
hospitals, and doctors will be free to operate as they decide, permitting competition to rise and, in
turn, assuring the nation as a whole, an increasingly high level of service and standards. This would
encourage each insurance company to continue to develop and provide the best products possible,
in full competition with every other insurance company. The physician would continue to
improve his knowledge and his service to his patients, in order to better compete with other
physicians. Hospitals would continue to build and develop their facilities, in order to provide all
that their patients need in the way of outstanding health care facilities and, at the same time,
enabling the hospitals to better compete with other hospitals. The end result of such competition
is to bring about a continued overall improvement or up-grading of service and facility in the
various institutions, businesses, or practice. By encouraging this kind of healthy competition, the
public stands only to gain... since the consumer dollar should be sovereign in the marketplace, if it
is, he will patronize the institution, business, or practice offering him the best services and supplies
and thus will encourage open and healthy competition... a cycle that is inherent in a system of
free enterprises.
INCREASED COMMUNICATION

One major function of the boards will be increased communication between private citizens,
doctors, hospital staff members, and insurance company personnel. An important reason health
care faces the criticisms it does today is because right now, there is no organized opportunity for
such dialogues to take place. The result of the absence of an uninhibited flow of information
between patient, doctor, hospital and insurer has been the creation of mistrust. Some doctors fear
the insurance companies want to cheat them of their fees; some insurance companies fear doctors
pad their bills and patients end up caught in the middle. Such lack of communication is
bad... indeed, if the delivery of medical care is to improve, the communications between the
various parties must be improved. The boards I have proposed offer a natural way of facilitating
such improvement.
ELIMINATE PROFITEERING
Congress should pass a law that makes it illegal for any individual to collect more in insurance
benefits, on any kind of insurance policy, than the total economic loss he suffered. By passing a
law of this kind, Congress will secure the rights of the owners of insurance companies, however,
the public will be the main recipient of the security plus protecting the economy from
inflation. It will protect rate structures and keep premiums from going up and up because a few
are trying to get something for nothing. Government would be performing its proper role... that
of securing the rights of the citizens.
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To facilitate the workings of such a law, each regional board would have a computer records
keeping system on every insured of every insurance company choosing to participate in the
system. At this point, I would like to emphasize that no insurance company would be "forced" to
participate. Nor would an individual be forced to insure. However, if an insurance company does
not participate, all benefits of that company will be paid first as primary; those who do participate
will pay the remaining balance of unpaid covered expenses. All claims could be submitted through
the regional board. The board determines the company and forwards papers to the company. Or,
alternatively, all claims could be submitted to the Company but must be reported to the regional
board. This would definitely eliminate the possibility of any one claimant doubling up on claim
benefits. All policy numbers should be the social security number of the insured and an
identifying number for the company, again, most easily the social security number for each
dependent named thereunder. . .ease of indentification is critically important.
SECURES INDIVIDUAL'S RIGHTS
All of this works to secure the rights of the individual. He would not be penalized by increased
rates due to someone else's greediness. Nor would he be required to buy insurance from a
participating company, even though all claims must be reported to the regional board. In fact, no
individual would be REQUIRED BY LAW to buy insurance. Whether or not to purchase, what to
purchase if coverage is desired, from whom to purchase, and how much coverage to purchase... all
of these decisions will still be FREE CHOICES FREELY MADE BY THE INDIVIDUAL
ACCORDING TO HIS OWN PERSONAL NEEDS AND WANTS.
PROVISION FOR RESEARCH/EDUCATION
This concept has another benefit that I believe to be outstanding. Assuming everyone recognizes
the crying need in this country for additional funds for research and education. One need only
observe the rapidly expanding population in order to acknowledge the fact that we will need
increasing numbers of doctors if we are to maintain our current sound doctor/patient ratio. This
requires additional funds for education and training. We also search for cures to cancer and other
diseases now felt to be within the scope of human remedy. This requires vast sums for
research... funds which, in the past, have led to dramatic reductions in deaths from or complete
prevention of former killers such as scarlet fever, whooping cough, polio, and typhoid fever and
which, in the future, will lead to equally dramatic cures for today?s deadly diseases.
However, unless something is done to create the vast sums of money needed for medical research,
it will soon cease. On the other hand, if we continue to find vaccines, cures, surgical techniques
and so on to improve the nation's well-being, we will be helping ourselves, our children, and our
children's children to live longer, healthier, more productive lives.
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The program I propose provides a base of funds to be used for research and education, a base, for
sake of example, composed of 3 percent of total premiums. Assuming only $12 billion dollars a
year to be paid in health insurance premiums, (it is actually more than this), this research fund will
total $360 million dollars. Were such an amount proved insufficient, the percentage could be
altered accordingly. This amount could be charged directly to premium like a sales tax and,
consequently, individuals would be able to see the direct effect, would, in fact, feel a very personal
part in the overall research program. This would provide research with a good, stable foundation
from which to work, to grow, to build, and to develop. The sum of $360 million is based on a
very low estimate of premium... what it will be a year from now, two years from now, or five
years from now. . .as the population continues to increase. . .as medical care costs increase... as
people spend more on medical care... could be enough to fully finance research because each of
these factors will automatically increase the total collected premium. (Not necessarily rate
increase.) Therefore, more and more money will be channeled into research. The goal, of course,
will be to reach the point where preventive medicine is the best cure of all... a goal still in the
future, but more readily attainable as our knowledge of the body and how it works continues to
grow.
RESEARCH CENTER/SATELLITES
For the most effective use of these research dollars, and for the purpose of building an incentive
toward a gradual redistribution of medical facilties and personnel to a more desirable spread, I
propose the establishment of a research foundation with satellite facilities. The satellite facilities
would be located principally in geographic areas not having ready access to sophisticated medical
care centers. Each satellite would be equipped to treat at least minor illnesses until such time as
funds may become available and needs present to expand the facilities. These statellite units
would be able to provide transportation (preferably by air) to the larger city's medical complex for
treatment of more serious illnesses.
CORRECTION OF MALDISTRIBUTED MEDICAL FACILITIES
However, since these satellite stations would be established first as research centers, they would
attract the vital, interested, young doctors and therefore, would provide outstanding medical care
to persons in areas otherwise not able to attract such high-caliber medical personnel. This, I think,
is the way to use a free enterprise, free choice system... a free way to redistribute our medical
personnel in order to achieve a balance more desirable to society and in a way directly financed by
everyone without unnecessary governmental administrative expense.
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POOR, DEFINED TRANSCIENT/PERMANENT
Now I come to the most difficult part of the program... the establishment of the means to provide
health care for the poor. There are, I believe, two kinds of poor people. The first I call
Transiently Poor. .. theirs is not a permanent condition. They may be temporarily out of work
due to a lay-off, a cutback, etc. Or they may be out of work due to a short-term or mid-term
illness, which has used up their savings. When I use the word, "transient," I am not referring to
people who physically move about the country, but rather to those whose current economic
condition is depressed yet who possess the ability to return to the job market, find employment,
providing them with the means to move upward through the strata of the economy to the ranks of
the more affluent. Thus, they become as all are TRANSIENTS in one economic sense.
The "permanent" poor are in a different category all together. They include those individuals
without personal funds or means of support, completely destitute through or resulting from
permanent mental or physical handicap. These unfortunate individuals have neither the ability nor
the possibility of being able to support themselves and they do indeed present a very real problem
to everyone. Assistance to these people must be handled in such a way that they will not have to
worry about adequate medical care, but simultaneously, to preclude the possibility of individuals
able to care for themselves, taking advantage of the assistance. In addition, every individual
participating in the medical care delivery program should know that, should he ever fall into this
unfortunate category, he will have the protection, assistance and every bit of health care he might
need.
None of us has any sympathy for the lazy.. .but almost everyone wants to help those who cannot
help themselves, due to disease or injury. Unfortunately, a few individuals can dampen our desire
to eliminate sufferings, simply by taking advantage of this very American trait of wanting to help a
neighbor in dire straits. On the other hand, nobody appreciates being forced to help. Coercion
always breeds resentment and ill-feelings, especially when some are taking undo advantage.
Any program, to remain free of the stigma attached to the welfare state and of coercion, must take
into consideration both categories of "poor", and distinguish between those who need all the help
available and those who are temporarily unable to take care of their own needs. I believe my
program enables those whom I have called the "transient poor" to receive help when they need it,
but it also encourages them to provide for themselves at the earliest possible opportunity. It is
relatively simple and has been applied for years, with success, in the writing of substandard
automobile business. It works this way:
PERMANENT POOR/ASSIGNED RISKS
There are within most insurance jurisdictions what is known as the "assigned risk plans". Health
care insurance can work the same way and can be handled by the regional boards. It calls for the
establishment of a cooperative agreement between the doctors and hospitals to keep costs as low
as possible for the permanently poor. Insurance companies would be assigned a certain volume of
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this business on a plan to be developed, thus, each participating company has the same exposure to
risk.. .the only difference between companies being that their volume will vary with their
percentage (or ratio) of the overall volume of health insurance being written in the region. For
example, if a company writes 10% of the total premium, it would receive 10% of the total
assignments of those who become permanently poor. Any company having an individual insured
who becomes part of this category (totally and permanently disabled) will funnel the name
through a pool and the individual will be reassigned, possibly even back to the company having
that insured in the first place. Then, THAT PERMANENTLY DISABLED PERSON WOULD
NEVER AGAIN PAY ANOTHER MEDICAL PREMIUM...
BUT HE WOULD BE GUARANTEED THAT HE WOULD HAVE AVAILABLE TO HIM, FOR
THE REST OF HIS LIFE, THE MEDICAL CARE HE NEEDED.
TRANSIENT POOR
The transient poor pose a different problem. How long should they be covered? Should one cover
single individuals, or just families? Should one cover married persons with no children, or only
those couples with dependents? These transiently poor theoretically have no reason for not
returning to the work force as soon as they can. If they fall into this category through loss of a
job, they should be encouraged to find another position as quickly as possible; if they fall into the
group through short-term illness or injury, once they are back on their feet and able to return to
work, they should do so. Dealing with these questions, and coming up with the answers, is I feel
the major function of a national board composed as I suggested of laymen, doctors, hospital
administrators, and insurance men. The answers must be based on sound business principles,
principles that strengthen our economy system and make our citizens self-reliant.
TAX CREDITS vs. DEDUCTION
I believe that the most effective way to handle the problems posed by the transient poor is
through a system of tax credits to employers. This system can evolve very naturally and quite
simply through fringe benefits, and I believe it should be promoted because it offers the best way
to pay for excellent medical care.
Let me digress for a moment. The American Medical Association's bill says, return tax to the
people. My comment is, why bother sending the money to Washington where it has to be handled
at considerable administrative cost and then returned. This simply results in mountains of red tape,
useless paper work, complex bureaucracy, and arbitrary regulations and restrictions.
On the other hand, consider that employers or corporations in a low tax bracket are often hard
pressed to furnish reasonable health fringe benefits. An amount like 25% to be absorbed in taxes
is not sufficient, especially when large corporations in higher tax brackets actually benefit more by
the deductions for fringe benefits than do the smaller businesses.
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LEVEL FOR ALL EMPLOYERS
So, if health care is such a critical, important benefit, and I think most people agree that it is, stop
handling the tax deduction as a normal expense chargable to the employer's income. Instead, treat
it as a TAX CREDIT, and MAKE IT LEVEL FOR EVERY BUSINESS AND EVERY
CORPORATION. ALLOW A 60% TAX CREDIT. Since 60% of the amount paid in fringe
benefits comes directly from taxes, employers in every economic strata would have a reasonable
basis to say, "Now we can afford to pay more for fringe benefits for our employees." The end
result would be a lesser tax load on everyone and a lower cost for the total program because a
redundancy of handling has been eliminated.
Corporation taxes, unlike individual taxes, sometimes do favor large businesses over smaller
businesses by giving them the advantage in such areas as expansion of personnel and benefits for
current personnel. Small businesses, on the other hand, may be operating on very marginal
profits. Yet they are paying income tax. To tax them to death seems pointless.. .since it kills
incentive. Bankruptcies in small businesses are already quite high. If government wants to
encourage the establishment of businesses and new entrepreneurs, it should establish a system that
encourages incentive and offers opportunity to the small business, so that it, too, can grow and
prosper.
COST OF TRANSIENT POOR - HOW FINANCED
How does all of this relate to the problems of providing for the "transient poor?" Quite simply,
whenever an employee is laid off, no matter what the reason, if the employer continues to pay the
employee's health insurance premiums, that employer should receive a 100% tax credit for each
employee put out of work. This 100% credit would be maintained until such time as the
employee is (1) rehired; (2) hired by another business or corporation; (3) back on his feet if
the layoff was due to accident or sickness; or (4) once again able to provide for himself and his
family, with a maximum limit of, perhaps, one year. The time limit really is irrelevant, since any
figure chosen, will, of necessity, be arbitrary, However, it should be long enough to permit a man
to recover (physically, financially, or whatever), and short enough to eliminate the possibility of
unnecessary idleness.
This method will take care of the problems faced by the transient poor.
MEDICARE PHASE OUT
As time goes on and the program grows and prospers and the regional boards begin effective
functions, the participants reaching age 65 will automatically continue in the program and remain
covered by it. Social Security could simply pay the premium to the individual's insurance
company and that company would provide the individual with the health care of his
choosing. Although minimum standards could be set as to basic coverage for retirees, some
individuals might prefer considerably more comprehensive coverage and thus, premiums would
differ from person to person.
The program will thus begin to include our older population. . .as they become eligible for Social
Security and phase out Medicare.
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MEDICAID PHASE OUT
And because the program provides for both the transient poor and the permanently poor, we can
also phase out Medicaid. How? Because as I have already shown, the program will automatically
include: the permanently poor, by assigning the risks to the insurance companies, and the transient
poor, by allowing 100% tax credits to (former) employers until the transient poor employee is
back on the job. Since these are the two groups affected by Medicaid, and since they will be taken
i:aie of under the new program, there will no longer be any valid reason for continuing the
Medicaid program. We have already reiterated our belief that we do not feel the lazy should be
encouraged in their idleness and this would be the only group, the transient poor who make no
llort on their own to recover employment, who may be eventually without coverage unless they
c:an prove they are permanently "poor" or pay for their own coverage.
VETERANS ADMINISTRATION HOSPITAL PHASE OUT
Instead of falling deeper and deeper into the quagmire of nationalized compulsory health care, we
will be doing something constructive to get out of the current bureaucratic mess and to eliminate
the i-)ssibility of reoccurrance in the future. For instance, Veterans Hospitals throughout the U.
S ate crying for financial aid. They are, according to news reports, in desperate trouble and, with
the retifining vets from Vietnam, they face even more critical problems. I think the idea
underlying the establishment of such institutions is good.. in fact, it is reasonable payment for
mien who have risked their lives for our country. But these institutions could be phased over into a
private system, meanwhile maintaining the veterans' full rights to their use and services.. .simply
by allowing the private sector to also make use of them. In addition, under the program, there
would be no reason to limit veterans to a VA Hospital, since most veterans carry some form of
private group insurance coverage anyway, a number which could increase significantly through the
tax credits to employers earlier explained.
.STATE HOSPITAL PHASE OUT
And, in the years to come, the same could apply to state institutions and hospitals. Many states
h.ive trouble financing these institutions right now. Many insurance companies will not pay
hnwfits to state hospitals. (My company, however, does pay benefits under these circumstances).
These hospitals, it is maintained, are there to take care of the poor, both the permanently poor
,m0dthe transient poor. But if the transient poor and the permanently poor are taken care of
thouh the voluntary health system I have proposed, eventually there will be no need for
IiZ spitals to provide free care.
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The kind of program I am proposing will conserve all the millions of dollars currently invested in
our complex and very adequate medical care system. It will not create inflation. . .destroy
jobs.. .destroy businesses. Please remember, it has been every other country's experience, once
they have instituted some form of health laws, that these same laws, no matter how unwieldy,
unworkable, or impractical they prove to be, are extremely difficult to repeal or amend.
Finally, I'd like to discuss briefly the cost of the program I am suggesting. Simply stated,
administration costs will be an integral part of the total premiums paid by each individual for his
health care protection. No matter what kind of health insurance product a person purchases,
whether it be Blue/Cross Blue Shield, a private insurance company, or a Kaiser-Permanente group
plan, a set percentage, to be determined when it is known how much it will actually take to
operate the national facility, the regional facilities, will be established in the premium. This
percentage, as well a; the percentage for research and education, will be surcharges on the
insurance, thus ELIMINATING THE NECESSITY OF THE INSURANCE COMPANY
CHARGING A FEE TO FINANCE ITS PART IN THE PROGRAM.. In other words, each
company would establish its premium for its policy and then a percentage of the premium will be
added to provide for these services.. .just like a sales tax.. .but with one important difference. In
this instance, the people will be able to see direct results. They will know that their money is
going to one source and one source only, and they will know exactly how the source is spending
money.
"START UP" COSTS
To cover "start up expenses" the program will incur, I suggest the GOVERNMENT GUARANTEE
A LOAN. If it can guarantee a loan to an aircraft manufacturer, surely it can to initiate a medical
care delivery system that includes the same insurance companies who have loaned 104 billions of
dollars to the government in only 20 years.
The necessary amount will be, I feel, relatively insignificant. Of far greater importance is setting
up the first national board. The time it will take to begin actual function could be less than one
year from the date the national board would be established, if you decide to select such a system.
Again, I reiterate this will only work if it is a board that is selected by participants, not one whose
members are political appointees. It must not be a government board.
MUTUAL EFFORT KEY
The key to this program is whether or not doctors, hospitals, insurance companies and laymen can
work together for the good of all. I believe they can. I believe they are willing to. I think pi ivate
industry and labor will be more than happy to supply those "non-medical" people to serve on a
national board; I know the insurance industry would be. And I am equally sure the (Ioctois and
hospital administrators will be willing to work out the details of such an all-encompassing
program.. .since because they are well aware that, if they do not, government will step in. They
know that free enterprise is the ONLY SYSTEM that will permit them to grow, to impiove, to
deliver the best the profession has to offer. I am convinced that, were such a program to be
offered to the general public, it would receive an overwhelming endorsement of the people.
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GENERAL OPPOSITION TO SPECIFIC BILLS
For the sake of brevity, I will list each pending bill and general opposition to each.
H.R. 4960
S. 987
Inflationary; redundant handling; impedes incentive to earn more; does not eliminate potential,
duplication of benefits; arbitrary internal limits; high penalty to taxpayers; unnecessary; attacks
effect and not cause.
H. R. 7741
S. 1623
Inflationary; penalty on businesses; high administrative expenses; coerciveness; does not eliminate
potential duplication of payment; arbitrary internal limits; awkward, redundant handling; attacks
effect and not cause.
H. R. 22
S.3
Unnecessary; administration very expensive; inflationary; destroys incentive, competition and
current wealth; administered by non-qualified people; attacks effect and not cause.
H. R. 4349
S. 1940
Unnecessary; penalizes employer who does best he can; favors large businesses over small;
administration is costly; inflationary; arbitrary internal limits; no provision to eliminate potential
duplication of payments; attacks effect and not cause.
H. R. 8351
Similar to H. R. 4349 and S. 1940, except that it appears expensive to administer; attacks effect
and not cause.
S. 1376
Unecessary; arbitrary internal limits; does not eliminate possible duplication of benefits; attacks
effect and not cause.
H. R. 178
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Expensive; inflationary; unnecessary; does not eliminate possible duplication of benefits; attacks
effect and not cause.
S. 836
Costly to administer; covers trivial losses; inflationary; unecessary, does not eliminate possible
duplication of benefits; attacks effect and not cause.
S. 703
H. R. 817
S. 1598
Information available is not sufficient to draw conclusion, other than that it originates from the
same social base as others.

1169

EXCESS MEDICAL BENEFITS UNDER CURRENT
ACCREDITED HOSPITAL AND LIFE INSURANCE COMPANY CONTRACT
IN-PATIENT HOSPITAL BENEFITS
When any insured or member of his family are hospital confined for treatment of an illness or
injury, the insured pays the first $100.00; THE PLAN PAYS 100% of ALL excess expenses up to
$1000,00 and 90% of ALL excess expenses up to $50,000.00.
rhe benefits cover all REASONABLE AND CUSTOMARY charges for HOSPITAL SERVICE
EXPENSES and SURGERY or PHYSICIAN'S SERVICE EXPENSES. Such as drugs, medicines,
appliances, nursing services, laboratory fees, operating room charges, x-rays, anesthesia! Unlike
most plans, there are NO FIXED BENEFITS PER SERVICE. After the deductible, the benefits
are based on the full amount actually charged.
PREGNANCY
If the wife is hospital confined as a result of pregnancy, the insured pays the first $100.00; THE
PLAN PAYS 100% of ALL additional excess expenses up to $1,000.00. The only stipulation is
that a Family Plan certificate must be and have been in force nine full months at the time of
confinement.
DENTAL TREATMENT
If any insured or member of his family suffer injury to sound natural teeth and receive treatment
at a hospital, physician's office, dentist's office or clinic, the insured pays the first $100.00; THE
PLAN PAYS 100% of ALL additional excess expenses up to $1,000.00.
If an insured or member of his family are hospital confined for treatment of impacted wisdom
teeth, the insured pays the first $100.00; THE PLAN PAYS 100% of ALL excess expenses up to
$1,000.00 and 90% of ALL additional excess expenses up to $50,000.00.
NERVOUS OR MENTAL DISEASE OR DISORDER
If an insured or member of his family are hospital confined for treatment of a nervous or mental
disease or disorder, the insured pays the first $100.00; THE PLAN PAYS 50% of ALL excess
expenses ul) to $2,500.00
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COSMETIC SURGERY
If an insured or member of his family are hospital confined for treatment of an injury, and require
cosmetic surgery as a result of the injury to correct a disfiguration of the face or hands, the insured
pays the first $100.00; THE PLAN PAYS 100% of ALL excess expenses up to $1,000.00 and 90%
of ALL additional excess expenses up to $50,000.00.
PRESCRIPTION DRUGS
If after hospital confinement, an insured or member of his family require prescription drugs or
medicines for continued treatment of an illness or injury that caused the confinement, the plan
will pay these costs as if the patient were still hospital confined for up to 30 days after the patient
is released from the hospital.
CANCER
If an insured or member of his family develop cancer, ALL TREATMENT received, whether
HOSPITAL CONFINED OR as an OUT-PATIENT, WILL BE COVERED as though a tesidout
in-patient in a hospital. The insured pays the first $100.00; THE PLAN PAYS 100% of ALL
excess expenses up to $1,000.00 and 90% of additional expenses up to $50,000.00.
OUT-PATIENT TREATMENT
If an insured or member of his family are treated at a hospital, physician's office or clinic fo
ILLNESS OR INJURY, the insured pays the first $100.00; THE PLAN PAYS 100% of ALL excess
expenses up to $1,000.00 for EACH illness or injury for EACH insured person.
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ADDENDA
*Medical rights is an empty, meaningless, evil, contemptuous phrase that mocks justice ... that
mocks the very basic concepts of individual rights. Each man has the right to SEEK medical care;
no man can ever possess the right to have it ON DEMAND.
*In 1900 the average American workman lost 28 days a year from his employment because of
sickness. This has been reduced to 5.4 days in 1970. (Reference Data on Socioeconomic Issues of
Health, 1971, American Medical Association.) This is precisely the opposite of what has happened
in those countries operating under socialized medicine, since they show a marked increase in
average days lost.
*1 have had, in my career, numerous discussions with members of the medical
profession . ., sometimes these discussions become a bit heated, but at least they do represent a
form of communication. Many people query physicians about the fees they charge.., these
individuals complain bitterly about having to pay a surgical bill of $500, $1,000, or $2,500. They
fail to realize that, had they not had the necessary operation, their families would have spent more
than that just to bury them! People want good medical attention; they want the best available
hospital care; they want their lives saved . . .and they quibble about the cost. "Doctor, save my
life, but don't let's talk about the price."
*1 would not want a doctor working on me who is working out of compulsion ... I don't trust
people who work out of compulsion, nor do I trust those who don't like to work from compulsion
but do it because they have to.
*To attack the insurance industry, or any other financial institution, is an attack on wealth with
but one purpose in mind. . . to destroy the institution. One does not attack in order to
maintain ... nor are the statements we hear today "mere criticism". They have gone far beyond
the stage of criticism. What we hear now are attacks on affluence, the natural by-product of a
successfully functioning and properly operating industry that has contributed greatly to the
growth of the American economy.
*William Logan Martin, who once headed a special committee of the American Bar Association on
socialized medicine, has said in testimony before the Senate, "The philosophy of the undertaking:
this scheme of socialized medicine, appears to be so foreign to our form of government that it
attracted our attention and impressed us with the view that we undertake to explore and report on
it. The conclusion is that it is probably the most extensive undertaking ever made by Congress
beyond the limits of the Constitution of this country. I cannot conceive a bill which goes so far as
this into the intimate details of the lives of American citizens to be justified under the
Constitution of the United States. .. the vicious system whereby administrative officials judge
without court review the action of created subordinates in carrying out orders is extended in this
bill to a point foreign to our system of government and incompatible with the adequate protection
of the liberty of the people." (THE CASE AGAINST SOCIALIZED MEDICINE.)
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Mr. WOOD. Health care, once considered an individual responsibility,
is now being twisted to establish it as a "right," to be guaranteed by
law. I believe this ignores the rights of everyone and places an unnecessary burden on the public-a burden that in our system of free enterprise has no place in the law.
One of the results of such a burden is inflation. Yet we are attempting at this very moment to curb inflation in the United States.
Some critics of the present. system claim health care has become too
expensive for the average American. Yet, in 1968 Americans spent
equal amounts on health care and household furniture, equipment and
supplies. In that year, the private consumer spent an average of
$162.65 for health services and supplies-hardly an excessive amount.
Do Americans have a "right" to health care? I do not think one can
argue that they do. Instead, what each individual has is a right to
obtain the best health care available to him.
To claim otherwise is to negate the rights of those who deliver the
medical care and to ignore our free enterprise system, a system on
which the United States has grown and prospered economically.
What has happened in countries providing some form of compulsory
health insurance? Wage earners resent the high taxes used to pay for
the insurance; malingering is encouraged; hypochondria has increased; and through overutilization the costs soar.
The reason is simple: For most people there is a direct connection
between a personally paid fee, no matter how small, and a return to
health. They have a stronger will to recover if there is financial premium on the outcome of their fight.
Throughout the -world, wherever some form of compulsory health
insurance plan has gone into effect, confusion over costs and benefits
runs rampant. The best way to prevent such confusion is to maintain
the current-and promote stronger competition between the providers
of health care-doctors and hospitals-and also the competition that
exists between the providers of health care financing-insurance companies.
The competing providers of health care financing from which U. S.
citizens now choose, are doing a good job of providing benefits. By
the end of 1968, over 85 percent of the entire population was covered
for some hospital expenses; close to 80 percent for surgical expenses;
and 65 percent for regular medical expenses.
Almost 90 percent of our population had some form of health insurance.
Reimbursements that year ranged from 60 percent for covered doctor visits at home or in the office, to 88 percent for covered hospital
charges.
Health insurance from which U.S. citizens now choose is definitely
playing a large role in meeting the costs of medical care for the vast
majority of Americans.
Compulsory health insurance is by the very nature of the word
"insurance" a contradiction in terms. Insurance requires a mutual
contract-so there must be freedom to insure or not to insure.
Unfortunately, the concept of insurance is one of the least understood in the Nation. One of my reasons for appearing before this
committee is to dispel a few misconceptions.
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Insurance companies are constantly striving to improve their products. For example, my own company now markets a policy that pays
up to $50,000 for inpatient hospital and doctor care while containing
virtually no internal limits.
In order to provide this kind of comprehensive coverage, we include
a $100 deductible. Similar high limit plans are in, or being added
to, the portfolio of many insurance companies.
The deductible eliminates the small bills that anyone can reasonably
be expected to pay for himself, while offering outstanding protection
against the costs incurred by major accidents or illnesses.
Trivial or small claims are too costly to administer. The insured
does not get good value for his money when lie buys insurance to
protect against trivial economic losses. Such policies are contrary to
one of the fundamental concepts of insurance.
The current system of competition between the financiers of health
care acknowledges the fact that there is no such thing as "free medicine." Such care always costs somebody something. Since, for the
average family, these costs do not constitute a financial hardship,
they should be allowed, even encouraged to meet their own responsibilities in this area.
Nationalized compulsory health insurance penalizes those people
who have the pride and commonsense to take care of their needs. A
tax rate of the magnitude necessary to underwrite such a program
will, ultimately, work only to destroy individual initiative and
responsibility.
Indeed, it creates the very conditions that are used as arguments for
further Federal action.
The financial expenses incurred for such compulsory programs are
great; the costs to personal freedoms are even greater.
If the Government sponsors such a program, there is little doubt
that we will someday reach the point where the Government will also
feel the need to legislate against a person's abuse of his own health.
The choices presented to the committee thus far have merely been
between one form of nationalized compulsory health insurance and
another.
This is a false set of alternatives. Consequently, I would like to
propose a program that would work effectively within our already
established framework of free enterprise--that could provide care
for all citizens-that could eliminate the need for Government to go
into the insurance business--doing so at no cost to the Government.
To begin such a program, a national board would be established,
composed of four groups; one from labor and management, one from
the medical profession, one from hospital administrators, and one
from insurance companies.
This board will, in turn, establish regional boards composed along
similar lines. Members of both boards will serve at the expense of
their individual employers on a part-time basis, meeting just as would
any corporate board of directors, to assure themselves and the Nation
that medical care is being offered as efficiently and as effectively as
possible.
This kind of operation encourages competition among insurance
companies, among doctors, among hospitals, to provide patients with
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the best medical care available. The end result of such competition
will be a continuous upgrading of products, services, and care. The
public can only benefit from such continual upgrading and
improvement.
The establishment of the national and regional boards will increase
the opportunities for free and open communication between private
citizens, doctors, hospital staff members, and insurance company personnel. It will also provide the necessary means of eliminating double
benefits paid on the same claim by installing computers for crossreference of claims paid on a regional basis. This, in turn, will cut
out some of the difficulties faced today by insurance companies, and
will keep premiums at a more acceptable level.
Such a program also makes provision for funds to be used in research and education. If we are to continue our fight against disease,
we need additional sources for research funds. The program provides
for these funds by using what amounts to a sales tax on premiums. This
will provide a good, stable financial foundation for research to be
administered by the national board. The funds will be redistributed
to each region in direct proportion to that which was paid from
that region.
I propose that much of this research be done in satellite facilities
located primarilyy in geographic areas not currently having ready
access to medical care facilities. This would enable the residents to
receive medical care, and it would provide incentive to those interested
in research to move to these now medically depressed areas.
Finally, this program makes provision for those who become unable
to take care of their own health care needs. I divide this group into
two distinct categories: The transient poor and the permanent poor.
The transient poor possess the means to continue, with the proper
incentive, to move throughout the economic strata. The permanent poor
are those who become physically or mentally handicapped and because of their handicap, will be permanently disabled and without
the ability or surplus funds to be self-supporting.
The permanent poor would be covered on an "assigned risk" basis.
Insurance companies will be assigned a certain volume of this business to vary according to their ratio of the overall volume of health
insurance being written in their region. Costs will be borne evenly
among all who share a similar exposure to )ermanent disability and
the ensuring potential poverty. Thus, the person who becomes permanently disabled need never again pay a medical premium, but he
will be guaranteed that he will have available to him the finest medical
care for the rest of his life.
The transient poor constitute a different kind of a problem. They
should be encouraged to return to the job market as quickly as possible. In order to provide this encouragement, I suggest a system of
tax credits for the employer. This relates to the transient poor insofar
as, if he is unable to work for whatever reason, his employer would
continue to pay his health insurance premiums for a reasonable
period of time, thus absolving the transient poor of the need to go
into debt over this item.
If, however, the transient poor is unwilling to find another job,
or to return to work, and is unable to qualify as being permanently
poor, after a given period of time, his benefits will be eliminated, or
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he will be required to pay his own premiums. This is only fair in a
system such as ours, where we are rewarded for our work, not our
laziness.

To cover the "startup" expenses of such an undertaking, I suggest a Government-insured loan from insurance companies to be used
in setting tip the national and regional boards.

This program, if established, will ultimately phase out the need
for medicare, medicaid, and potentially, VA hospitals and State
institutions.
The key to success lies in mutual effort on the part of laymen, dctors, hospital staffs, and insurance personnel to work on a standard of
self -improvement for the good of mankind.
I am convinced such a program will work, because I believe most
Americans realize that for our way of life to progress and improve,
it is mandatory for each individual to retain his freedom of choice.
I am convinced that if the program is fully developed and properly
presented to the general public, it will meet with an overwhelming
acceptance.
Mr. RosTENKoWSKi. Thank you.

Mr. Conable?
Mr. CONABLE. I have no questions, but I would like to thank the
witness for his creative thoughts on this. I think it is very helpful
to have your points of view.
Mr. RosTENKOWSKI. Thank you for a very informative statement.
This concludes our hearing for today. This committee will stand
adjourtied until 10 o'clock tomorrow morning.
(Whereupon, at 4:05 p.m., the committee adjourned, to reconvene
at 10 a.m., Tuesday, November 2,1971.)

